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TELEMARKETING  FRAUD  AND  S.  568,  THE 
TELEMARKETING  AND  CONSUMER  FRAUD 
AND  ABUSE  PROTECTION  ACT 


THURSDAY,  MARCH  18,  1993 

U.S.  Senate, 
Subcommittee  on  Consumer  of  the 
Committee  on  Commerce,  Science,  and  Transportation, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:05  a.m.  in  roohi 
SR-253,  Russell  Senate  Office  Building,  Hon.  Richard  H.  Bryan 
(chairman  of  the  subcommittee)  presiding. 

Staff  members  assigned  to  this  hearing:  Moses  Boyd,  senior  coun- 
sel, and  Claudia  A.  Simons,  staff  counsel;  and  Sherman  Joyce,  mi- 
nority staff  counsel. 

OPENING  STATEMENT  OF  SENATOR  BRYAN 

Senator  Bryan.  Let  me  take  this  opportunity  to  welcome  every- 
one to  our  hearing  this  morning.  This  morning,  the  Consumer  Sub- 
committee will  revisit  an  issue  that  has  been  one  of  my  priorities 
since  I  entered  the  Senate  in  1989 — telemarketing  fraud. 

In  the  past  two  Congresses  and  again  in  this  session.  Senator 
McCain,  who  joins  us  this  morning,  and  I,  have  introduced  legisla- 
tion to  combat  a  significant  national  problem  of  telemarketing 
fraud. 

I  am  pleased  to  note  for  the  record  that  our  distinguished  col- 
league, Senator  Gorton,  the  ranking  member  of  this  Consumer 
Subcommittee,  is  also  a  cosponsor  of  this  year's  legislation,  and  I 
am  optimistic,  as  in  the  past,  that  we  are  going  to  be  able  to  get 
this  legislation  out  of  the  subcommittee  and  past  the  Senate,  and 
this  is  the  year  we  have  an  opportunity  of  enacting  this  piece  of 
legislation  into  law. 

Senators  Hatch  and  Biden  have  also  recently  introduced 
telemarketing  legislation,  legislation  which  attacks  this  problem 
from  the  criminal  side.  I  support  their  approach,  and  believe  that 
it  complements  the  civil  enforcement  provisions  in  the  legislation 
that  Senator  McCain  and  I  have  been  working  on  for  the  past  4 
years. 

We  cannot  do  enough  to  combat  this  ever-growing  problem,  and 
I  believe  that  both  of  these  bills  make  significant  strides  in  thwart- 
ing the  telemarketing  fraud  problem  that  confronts  our  Nation. 

While  there  are  many  legitimate  telemarketers,  the  industry  has 
also  unfortunately  become  rife  with  scam  artists  and  other  crooked 
operators.  "Reach  out  and  touch  someone"  has  now  taken  on  a 
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more  sinister  meaning  as  these  scam  artists  work  the  telephones. 
Some  estimates  of  the  cost  of  their  fraud  are  as  high  as  $40  bilHon 
annually. 

In  telemarketing  fraud,  consumers  are  typically  offered  goods 
and  services  at  incredibly  low  prices,  or  they  are  enticed  into  pur- 
chases through  offers  of  luxury  gifts  or  fabulous  trips  at  little  or 
no  cost. 

Consumers  often  are  required  to  pay  in  advance,  and  are  gen- 
erally asked  to  pay  by  credit  card.  As  we  have  learned,  however, 
the  offer  is  indeed  too  good  to  be  true.  Sometimes  the  items  are 
never  received,  or  when  delivered  the  consumer  discovers  that  it  is 
not  of  the  promised  value. 

In  some  instances,  persons  are  promised  a  valuable  prize  if  the 
purchase  is  made,  but  never  receives  the  prize.  These  fraudulent 
schemes  have  involved  the  sales  of  vitamins,  diet  aids,  credit  card 
protection  programs,  luggage,  vacations,  office  machine  supplies, 
just  to  name  a  few. 

The  FBI  has  estimated  that  more  than  one-half  of  the  targeted 
victims  were  the  Nation's  elderly.  The  cynicism,  the  cruelty  of  try- 
ing to  steal  an  elderly  person's  life  savings  is  hard  to  imagine,  but, 
sadly,  true.  The  FBI  will  share  with  us  today  the  cynicism  and  cru- 
elty that  they  experienced  in  their  undercover  operation,  which  fo- 
cused on  a  unique  investigative  approach. 

The  most  common  mode  of  telemarketing  fraud  is  the  fly-by- 
night,  boiler  room  operator,  whose  contact  with  the  consumer  is 
limited  to  the  telephone  and  whose  mobility  and  anonymity  permit 
the  consumer  no  recourse  if  the  goods  are  deficient  or  undelivered. 
These  types  of  operations  make  enforcement  and  prosecution 
against  fraudulent  telemarketers  difficult,  particular  for  State  law 
enforcement  officials,  because  of  the  interstate  character  of  the  ac- 
tivity. 

According  to  a  study  conducted  recently  by  Louis  Harris  &  Asso- 
ciates on  behalf  of  the  National  Consumers  League,  92  percent  of 
all  Americans  have  received  a  postcard  informing  them  that  they 
were  a  definite  winner  of  a  free  prize,  and  29  percent  have  re- 
sponded to  such  mailings. 

Over  5V2  million  Americans  have  purchased  something  by  tele- 
phone that  they  later  felt  was  a  definite  fraud.  More  disturbing, 
however,  is  that  the  survey  revealed  that  more  than  one  in  six 
Americans  finds  it  very  difficult  to  resist  a  telephone  solicitation. 

Coupled  with  the  fact  that  less  than  one-third  of  the  people  who 
have  been  cheated  out  of  money  ever  report  their  losses  to  the  au- 
thorities, it  is  clear  that  fraudulent  telemarketing  has  become  a  lu- 
crative business  for  unscrupulous  operators  to  prey  on  innocent  vic- 
tims, especially  the  elderly. 

The  Federal  Bureau  of  Investigation  has  recently  announced  the 
results  of  a  3-year  undercover  sting  operation  appropriately  named 
Operation  Disconnect.  The  FBI's  successful  efforts  to  target  illegal 
telemarketers  were  the  result  of  an  innovative  undercover  ap- 
proach, and  their  ability  to  use  the  telemarketer's  own  greed  and 
desire  for  quick  profits  against  him. 

I  have  been  briefed  in  my  office  by  the  FBI  on  this  operation,  and 
believe  that  the  committee  will  benefit  from  their  valuable  insights 
into  the  inner  workings  of  fraudulent  telemarketers. 


I  also  look  forward  to  hearing  the  testimony  of  the  Federal  Trade 
Commission  as  they  discuss  some  of  their  recent  activities  in  this 
area,  and  I  am  particularly  delighted  to  welcome  a  fellow  Nevadan 
to  the  hearings  today,  Ms.  Tammie  Smith  from  the  Nevada 
Consumer  i^airs  OfiTice,  who  unfortunately  is  intimately  ac- 
quainted with  the  problems  of  telemarketing  fraud  in  our  own 
State  and  has  been  in  the  front  line  of  the  operation  to  combat 
telemarketing  fraud  and,  finally,  I  welcome  our  consumers  who  join 
us  this  morning  who  will  provide  some  first-hand  information  con- 
cerning the  deceptive  practices  that  were  used  to  victimize  them. 

At  this  point,  I  am  pleased  to  call  upon  the  chairman  for  his  com- 
ments. 

OPENING  STATEMEIVT  FOR  SENATOR  ROLLINGS 

Mr.  Chairman.  This  morning  the  Consumer  Subcommittee  will 
be  holding  hearings  on  S.  568,  legislation  designed  to  protect  con- 
sumers and  legitimate  businesses  from  the  ever-growing  costs  asso- 
ciated with  telemarketing  fraud.  Such  abuses  cannot  be  permitted 
to  go  unchecked.  According  to  some  estimates,  the  costs  associated 
with  this  fraudulent  activity  are  in  the  billions — possibly  as  much 
as  $40  bilHon. 

Under  fraudulent  telemarketing  practices,  consumers  are  fre- 
quently lured  into  purchasing  goods  and  services  with  offers  of  in- 
vestment opportunities,  fabulous  prizes,  deluxe  vacations,  and  even 
household  products  such  as  vitamins,  all  at  little  or  no  cost.  Con- 
sumers often  are  required  to  pay  in  advance,  and  are  generally 
asked  to  pay  by  credit  card.  The  offer  is  often,  however,  "too  good 
to  be  true."  Sometimes  the  item  is  never  received,  and  even  when 
delivered,  the  consumer  discovers  that  it  is  not  of  the  promised 
value.  In  some  instances,  an  individual  is  promised  a  valuable 
prize  if  a  purchase  is  made,  but  never  receives  the  prize.  In  addi- 
tion, the  required  purchase  typically  costs  much  more  than  the 
value  of  the  item.  The  most  common  mode  of  telemarketing  fraud 
is  fly-by-night,  "boiler  room",  anonymous  operators,  whose  contact 
with  the  consumer  is  limited  to  the  telephone,  and  whose  mobility 
and  anonymity  preclude  the  consumer  from  having  any  recourse  if 
the  goods  are  deficient  or  undelivered. 

Despite  the  difficulties  in  locating  and  pursuing  fraudulent 
telemarketers,  both  State  and  Federal  law  enforcement  agencies 
continue  to  report  that  telemarketing  fraud  remains  high  on  their 
list  of  enforcement  priorities.  S.  568  will  aid  their  efforts  by  provid- 
ing additional  enforcement  tools  for  the  Federal  Trade  Commission 
and  creating  a  new  cause  of  action  for  State  attorneys  general  and 
private  parties  with  damages  exceeding  $50,000. 

In  the  last  Congress,  the  Commerce  Committee  reported  legisla- 
tion identical  to  this  bill,  S.  1392,  which  was  then  passed  unani- 
mously by  the  full  Senate.  The  House  also  reported  similar  legisla- 
tion, H.R.  3203,  but  final  legislation  was  not  enacted  before  the 
Congress  adjourned.  I  hope  that  Congress  can  enact  this  important 
legislation  expeditiously. 

I  look  forward  to  hearing  the  testimony  of  the  distinguished 
panel  of  witnesses  joining  us  this  morning. 

Thank  you,  Mr.  Chairman. 


Senator  Bryan.  I  will  now  yield  to  the  distinguished  Senator 
from  Arizona  and  a  cosponsor  of  this  legislation,  Senator  McCain. 

OPENING  STATEMENT  OF  SENATOR  McCAIN 

Senator  McCain.  Thank  you,  Mr.  Chairman.  First  of  all,  I  would 
like  to  thank  you  for  vour  tenacious,  dedicated,  and  zealous  effort 
on  behalf  of  this  legislation.  As  you  mentioned  at  the  beginning  of 
your  statement,  we  have  been  working  on  this  now  for  the  last  4 
years.  I  believe  that  this  year  should  be  the  year  in  which  this  leg- 
islation will  be  enacted  into  law. 

Mr,  Chairman,  you  and  I  have  talked  with  the  interested  parties, 
the  people  who  are  legitimate  telemarketing  businessmen  and 
women  around  this  country,  the  States'  attorneys  general,  and  oth- 
ers. All  of  those  interests  have  been  satisfied. 

I  think  that  the  information  that  we  will  receive  from  our  wit- 
nesses this  morning  will  clearly  indicate  that  there  is  a  definite 
need  for  this  legislation.  A  significant  number  of  those  who  are 
preyed  upon  by  fraudulent  telemarketers  are  the  elderly  in  our  so- 
ciety. They  probably  need  our  assistance  as  much  as  anyone. 

I  am  very  pleased  that  the  FBI  has  undertaken  this  effort  in  this 
area.  I  am  very  proud  of  the  work  that  the  Bureau  has  done.  We 
have  a  tendency  from  time  to  time  to  criticize  our  Government 
servants.  In  this  effort,  I  think,  the  FBI  clearly  deserves  credit  for 
an  outstanding  job. 

I  also  want  to  thank  the  FTC  for  their  efforts  and  let  them  know 
that  one  of  our  goals  has  been  to  provide  the  FTC  with  the  tools 
that  they  need  to  address  the  problem.  I  want  to  do  everything  pos- 
sible to  assist  them. 

Mr.  Chairman,  finally,  I  do  not  know  why,  frankly,  we  have  not 
gotten  more  attention  on  this  issue.  We  see  a  number  of  other 
things  that  are  going  on  in  our  society  highlighted.  I  do  not  think 
there  is  anything  more  egregious  than  to  deceive  and  to  defraud 
and  sometimes  to  absolutely  deprive  a  citizen  of  their  livelihood 
through  fraudulent  methods. 

This  has  been  going  on  for  years.  It  is  on  the  increase  as 
telemarketing  increases,  and  these  criminals  take  advantage  of  ad- 
vances in  technology  and  communications.  It  must  be  reined  in. 
Otherwise  I  think  it  will  continue  to  pose  a  very  serious  threat  to 
many  innocent  men  and  women  in  our  society. 

I  want  to  assure  you  of  my  continued  support  for  your  efforts  in 
this  very  laudable  but  also  vital  endeavor. 

I  thank  you,  Mr.  Chairman. 

Senator  Bryan.  Thank  you  very  much  for  your  comments,  Sen- 
ator McCain,  and  I  want  to  thank  you  for  your  support.  You  have 
worked  with  us  in  each  of  the  previous  years.  Your  suggestions 
have  been  incorporated  into  the  draft  that  we  are  working  on  this 
year,  and  without  your  leadership  we  would  not  have  been  able  to 
move  it  out  of  this  committee  and  clear  the  Senate. 

Like  you,  I  am  optimistic  that  this  year  is  the  time  for  this  bill 
to  be  enacted  into  law.  As  you  know,  the  House  enacted  a  similar 
measure.  It  is  just  a  question  of  massaging  some  of  the  differences 
and  taking  care  of  some  jurisdictional  conflicts  on  the  House  side, 
and  I  think  we  are  going  to  get  this  piece  of  legislation. 

Gentlemen,  let  me  welcome  you  to  our  hearing  this  morning. 


Mr.  Cutler,  we  will  begin  first  with  you,  and  for  the  record,  I 
would  share  with  each  of  you  that  your  full  statements  will  be 
made  part  of  the  record  and  let  me  defer  to  you,  Mr.  Cutler,  first. 

STATEMENT  OF  BARRY  CUTLER,  JR.,  DIRECTOR,  BUREAU  OF 
CONSUMER  PROTECTION,  FEDERAL  TRADE  COMMISSION 

Mr.  Cutler.  Thank  you,  Mr.  Chairman. 

Ordinarily  I  would  start  out  saying  what  an  unqualified  pleasure 
it  is  to  appear  before  this  subcommittee,  and  I  appreciate  having 
our  comments  made  part  of  the  record  and  I  give  the  standard  dis- 
claimer that  my  opening  and  the  answer  to  any  questions  are  mine 
and  not  necessarily  those  of  the  Commission,  but  I  must  say  that 
I  believe  we  probably  share  a  certain  sense  of  mixed  emotions 
about  this  hearing,  because  after  the  leadership  that  you  and  Sen- 
ator McCain  showed  last  fall  personally,  I  am  sure  you  were  hoping 
that  we  would  not  need  this  hearing  today. 

Nevertheless,  I  have  a  reputation,  perhaps  deserved,  of  finding 
silver  linings  behind  clouds,  and  I  think  there  are  some  this  morn- 
ing. First,  we  do  have  Tammie  Smith  here,  as  you  mentioned,  who 
will  be  able  to  give  clear  evidence  of  the  importance  of  cooperation 
between  the  FBI,  the  FTC,  the  FBI  and  other  Federal  agencies  on 
the  one  hand,  and  State  and  local  agencies  on  the  other. 

Another  silver  lining  is  that  the  staff  of  this  committee  has  used 
the  time  since  last  fall  to  make  one  or  two  changes  that  the  Com- 
mission refers  to  in  the  testimony  that  we  believe  will  make  an  im- 
portant difference  in  the  effectiveness  of  the  rule  that  we  would 
pass  and  the  enforcement  that  we  would  give. 

The  third,  and  perhaps  the  most  important  silver  lining,  is  that 
we  have  a  chance  to  hear  from  the  FBI,  who  is  the  real  news  today, 
because  after  the  testimony  that  the  FTC  has  given  in  the  last  few 
years  on  telemarketing  fraud  it  is  tremendously  welcome  to  us  to 
see  the  results  of  criminal  efforts  that  finally  put  this  into  perspec- 
tive and  really  complement  the  civil  efforts  that  we  have  tried  to 
provide. 

I  would  like  to  use  a  couple  of  examples  of  our  recent  enforce- 
ment just  to  highlight  this  problem  and  then  hear  about  the  sting, 
as  we  are  all  interested. 

A  couple  of  years  ago  the  FTC  shut  down  a  travel  boiler  room 
in  Silver  Spring,  just  a  few  miles  from  the  Capitol,  and  a  lot  of 
money  had  been  lost.  Very  little  money  was  left.  That  is  not  at  all 
unexpected  when  the  Commission  shuts  dov,Ti  a  boiler  room. 

But  further  investigation  showed  a  link  between  a  company  in 
Florida  called  Passport  International,  and  after  working  with  At- 
torney General  Curran  in  Maryland  on  the  Jet  Set  case,  we  started 
to  work  with  Attorney  General  Butterworth  and  others  in  Florida 
to  bring  a  lawsuit  against  Passport,  who  we  alleged  was  in  effect 
providing  turnkey  operations  for  scores  of  boiler  rooms  around  the 
country  Tike  Jet  Set.  They  were  providing  scripts,  we  alleged,  and 
other  services — in  effect  facilitating  the  fraud  around  the  country. 

Now,  you  referred  to  a  lot  of  boiler  rooms  as  fly -by-nights  and  in 
terms  oi  the  boiler  rooms  themselves,  that  is  absolutely  right,  but 
in  the  work  that  we  have  done  in  the  last  few  years  and  that  we 
are  now  pleased  to  see  the  FBI  complementing  with  criminal  work, 
we  are  concerned  about  the  operators  who  are  not  fly-by-night. 
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what  we  have  come  to  call  the  root  system  as  opposed  to  the  dan- 
delions. 

While  I  have  enjoyed  the  chance  to  use  metaphors  like  "roots" 
and  "dandelions,"  it  really  is  not  anything  other  than  a  term  I 
learned  when  I  was  privileged  to  work  with  the  FBI  many  years 
ago  as  an  assistant  U.S.  attorney,  and  in  every  fraud  investigation 
Bureau  agents  and  others  used  the  term,  "follow  the  money." 

That  is  what  we  have  done,  going  from  the  dandelions  to  the 
roots.  That  is  what  I  hope  the  sting  operation  will  do,  and  in  pro- 
hibiting credit  card  laundering  in  this  bill,  the  committee  shows 
how  important  it  is  to  follow  the  money. 

The  other  case  that  the  FTC  brought  recently  that  I  personally 
regard  as  extremely  important  was  the  case  agamst  Citicorp  Credit 
Services,  Inc.,  a  subsidiary  of  Citicorp,  that  allegedly  provided  proc- 
essing of  credit  card  charges  for  a  fraudulent  travel  telemarketer, 
Bankcard  Travel  Club.  We  alleged  that  the  Citicorp  subsidiary 
knew,  or  should  have  known,  that  there  were  serious  problems 
with  the  practices  evidenced  by  consumer  complaints  in  a  charge- 
back rate  that  was  20  percent — I  mean,  20  times  higher  than  the 
industry  average. 

This,  again,  is  an  example  of  following  the  money,  because  in 
every  fraud  scheme,  whether  it  was  somebody  on  the  village  green 
100  years  ago  or  somebody  using  modern  technology  today,  the  key 
is  finding  a  way  to  get  the  money  from  the  consumer  to  the  opera- 
tor, and  in  our  efforts  and  in  the  FBI's  efforts  that  has  been  an  im- 
portant part  of  our  work,  and  because  of  the  changes  that  were 
seen  in  the  bill  that  has  been  introduced,  I  believe  that  this  bill 
will  be  a  substantial  improvement  in  our  ability  to  follow  the 
money  and  take  effective  action. 

In  closing,  I  would  also  express  the  hope  that  this  is  the  last  time 
we  have  to  testify  about  the  need  for  a  bill,  and  the  next  time  you 
call  on  the  FTC,  it  will  be  to  tell  you  how  we  are  using  the  rule 
effectively. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Cutler  follows:! 

Prepared  Statement  of  Barry  Cutler 

Mr.  Chairman  and  members  of  the  Subcommittee:  I  am  Barry  Cutler,  Director  of 
the  Bureau  of  Consumer  Protection  of  the  Federal  Trade  Commission.  I  appreciate 
this  opportunity  to  appear  before  you  today  on  behalf  of  the  Commission  to  discuss 
the  problem  of  fraudulent  telemarketing  and  the  Commission's  continuing  efforts  to 
combat  this  problem,  as  well  as  the  "Telemarketing  and  Consumer  Fraud  and  Abuse 
Prevention  BUI,"  S.  568,  recently  introduced  by  Chairman  Bryan  and  Senators 
McCain  and  Gorton.^  Telemarketing  fraud  is  a  matter  of  serious  concern  to  consum- 
ers and  the  Commission.  The  House  Committee  on  Government  Operations  has  esti- 
mated that  consumers'  losses  to  fraudulent  telemarketers  range  from  at  least  $3  bil- 
lion to  as  much  as  $40  billion  annually.^  The  House  Committee  further  reported 
that  financial  institutions'  losses  from  merchant  fraud  associated  with  fraudulent 
telemarketing  are  in  the  hundreds  of  millions  of  dollars. 

The  Federal  Trade  Commission  continues  to  devote  significant  law  enforcement 
and  consumer  education  resources  to  the  problem  of  fraudulent  telemarketing.  The 


^The  views  expressed  in  this  statement  represent  the  views  of  the  Commission.  My  responses 
to  any  questions  you  may  have  are  my  own  and  do  not  necessarily  reflect  the  views  of  the  Com- 
mission or  any  individual  Commissioner. 

2  House  Committee  on  Government  Operations,  THE  SCOURGE  OF  TELEMARKETING 
FRAUD:  WHAT  CAn  BE  DONE  AGAINST  IT?  H.R.  Rep.  No.  421,  102nd  Cong.,  Ist  Sess.,  at 
5. 


Commission,  however,  is  not  the  sole  law  enforcement  agency  pursuing  this  prob- 
lem. 

On  the  contrary,  in  order  to  confront  a  problem  of  such  immense  scale,  the  Com- 
mission and  its  staff  recognize  that  the  best  use  must  be  made  of  law  enforcement 
resources  available  on  all  levels.  Accordingly,  the  Conmiission  strives  to  coordinate 
law  enforcement  efforts  with  other  federal  law  enforcement  agencies,  such  as  the 
Commodity  Futures  Trading  Commission,  the  FBI,  the  Postal  Inspection  Service 
and  the  Secret  Service.  The  Commission  participates  in  the  recently-established 
Federal  Telemarketing  Fraud  Work  Group  and  applaud  the  Department  of  Justice's 
initiative  in  creating  this  multi. agency  task  force.  As  noted  with  approval  by  the 
House  Committee,  tile  Commission  also  participates  in  multi-agency  taskforces, 
such  as  those  operating  in  Los  Angeles,  San  Diego  and  Las  Vegas.^ 

In  this  connection,  the  Commission,  through  its  Los  Angeles  Regional  office's  par- 
ticipation in  the  San  Diego  task  force,  assisted  in  the  FBI  s  recently  announced  Op- 
eration Disconnect,"  a  nationwide  sweep  of  scores  of  allegedly  fraudulent 
telemarketing  boiler  rooms.  As  a  part  of  the  sweep,  the  Commission  filed  an  action 
against  Can-Do  worldwide  Marketing,  Inc."* 

Can-Do  allegedly  contacted  consumers,  many  of  whom  were  elderly,  by  means  of 
"cold  calls"  and  falsely  represented  to  these  consumers  that  they  had  won  $25,000, 
$10,000,  or  $5,000  in  cash,  and  that  upon  purchase  of  Can-Do's  cosmetics  or  other 
merchandise,  they  would  receive  "bonuses"  or  "premiums" — a  travel  certificate  and 
a  piece  of  Jewelry.  Can-Do  allegedly  represented  the  travel  certificate  as  a  "free"  va- 
cation or  free"  airfares.  To  redeem  tne  certificate,  however,  required  purchase  of 
lodging  at  inflated  rates,  a  condition  that  Can-Do  allegedly  did  not  disclose.  Can- 
Do  included  with  the  jewelry  a  certificate  purporting  to  appraise  it  at  $489,  but  con- 
sumers describe  the  jewelry  as  shoddy,  and  Can-Do's  California  telemarketing  reg- 
istration fiUng  reveals  that  the  company  pays  only  about  $30  for  it. 

As  a  result  of  the  Commission's  action,  Can-Do  is  now  under  a  temporary  re- 
straining order  that  prevents  the  alleged  unlawful  activity,  and  freezes  the  assets 
of  both  the  company  and  its  principal,  Patrick  Christopher  Andreoli.  The  Commis- 
sion is  pleased  to  have  contriouted  to  Operation  Disconnect,  and  applauds  the  fine 
work  of  the  FBI  and  the  Department  of  Justice  in  making  this  extremely  impressive 
criminal  law  enforcement  efiort  a  reality. 

Working  with  other  federal  agencies,  however,  is  only  one  aspect  of  our  strategy. 
Equally  important,  the  Commission,  with  considerable  success,  also  closely  coordi- 
nates its  enorts  with  representatives  of  local  and  state  law  enforcement  agencies. 
As  the  Commission  has  modified  its  law  enforcement  approach  to  target  the  "root" 
network  of  organizations  that  make  it  possible  for  fraudulent  telemarketers — "boiler 
rooms" — to  go  quickly  in  and  out  of  business,  the  Commission  has  also  encouraged 
and  worked  with  the  states  in  their  application  of  this  approach.  The  Commission 
works  reciprocally  with  individual  state  attorneys  general  to  bring  cases,  and  works 
closely  with  the  National  Association  of  Attorneys  General  ("NAAG")  to  develop 
overall  strategies  and  to  implement  systems  for  resource  sharing  to  attack 
telemarketing  fraud.  A  prime  example  of  this  cooperation  is  the  recent  joint  FTC/ 
NAAG  program  on  investigating  and  litigating  cases  against  fraudulent 
telemarketing  roots.  The  Commission  is  working  to  modify  the  FTC/NAAG 
Telemarketing  Fraud  Database  to  streamline  procedures  for  entering  data,  and  to 
make  it  a  more  useful  resource.  In  a  related  endeavor,  the  Commission  is  working 
with  federal  criminal  law  enforcement  agencies  to  urge  their  participation  in  the 
data  base  and  develop  special  procedures  that  are  sensitive  to  their  particular  re- 
quirements for  confidentiality. 

Commission  efforts  to  coordinate  available  resources  against  telemarketing  fraud 
are  by  no  means  restricted  to  other  government  agencies.  Commission  staff  work  to 
develop  and  maintain  lines  of  communication  with  private  organizations  like 
MasterCard,  Visa,  and  long  distance  telephone  carriers  to  help  identify  likely  frauds 
and  to  anticipate  more  general  types  oi  telemarketing  problems.  The  Commission 
also  works  to  promote  consumer  education  and  other  mutual  goals  with  consumer 
groups  like  the  Alliance  Against  Fraud  in  Telemarketing. 

A  recent  example  of  Commission  activity  in  this  regard  is  the  Commission  staffs 
participation  in  a  conference  sponsored  by  the  National  Consumers  League  focusing 
on  a  Harris  consumer  survey  tnat  had  been  commissioned  by  the  League  and  which 
has  subsequently  been  released  to  the  public.  At  that  conference.  Commission  staff 
had  an  opportunity,  prior  to  public  release  of  the  data  underlying  the  Harris  survey, 
to  discuss  with  federal  and  state  law  enforcement  agencies,  consumer  groups  and 
others,  the  implications  of  the  survey  to  enforcement  efforts. 


^Id.  at74,  101. 

*Civ.  No.  93-336R  (LSP)  (S.D.  Cal.  filed  Mar.  2,  1993). 
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The  results  of  this  survey  include  both  good  news  and  bad  news.  Part  of  the  bad 
news  is  the  pervasiveness  of  fraudulent  telemarketers;  they  have  solicited  an  over- 
whelming majority  of  American  adults.  The  Harris  survey  found  that: 

•  over  90  percent  of  American  adults  have  received  the  fraudulent  telemariceters' 
calling  card — a  mail  solicitation  guaranteeing  that  they  had  won  a  prize; 

•  only  one-third  of  consumers  who  responded  to  these  postcards  ever  received  the 
promised  prize; 

•  seventeen  percent  of  the  survey  respondents  found  it  somewhat  difficult  to  re- 
sist hard-sell  telephone  pitches;  and 

•  three  percent  of  the  survey  respondents — representing  approximately  5.5  mil- 
lion Americans — have  been  victimized  by  fraudulent  telemarketers. 

Nevertheless,  the  good  news  from  the  Harris  survey  is  that  enforcement  and 
consumer  education  efforts  may  be  paying  off.  For  example  most  consumers — ap- 
proximately 86  percent  of  the  survey  respondents — know  to  contact  their  credit  card 
issuer  or  bank  if  there  are  unauthorized  charges  on  their  credit  card. 

The  Commission  is  grateful  to  the  NCL  for  contributing  this  valuable  information 
to  the  fight  against  telemarketing  fraud.  The  Commission's  staff  will  continue  to 
analyze  these  data  and,  where  appropriate,  apply  them  in  shaping  Commission  case 
selection  and  consumer  education  programs. 

To  date,  the  Commission's  law  enforcement  effort  against  telemarketing  fraud  has 
resulted  in  90  federal  court  actions  and  injunctions  against  companies  that  had 
more  than  a  billion  dollars  in  estimated  aggregate  sales.  Although  fraudulent 
telemarketers — the  actual  boiler  rooms  and  unscrupulous  900  number  information 
providers — continue  to  be  a  target  of  the  Commission's  law  enforcement  program, 
the  Commission  has  widened  its  law  enforcement  net  to  encompass  individuals  and 
entities  that  do  not  deal  directly  with  consumers,  but  whose  behind-the-scenes  par- 
ticipation in  those  schemes  is  essential  to  their  success.  Boiler  rooms  and  fraudulent 
900  number  operations  are  supported,  supplied,  and  sometimes  shielded  by  a  so- 
phisticated network  of  "roots" — list  brokers,  credit  card  "factors,"  telephone  service 
bureaus,  and  suppliers  of  travel  certificates,  overgraded  "rare"  coins,  precious  met- 
als, fake  art  and  the  like.  The  Commission  has  shiiled  its  focus  to  bring  actions  not 
only  against  telemarketers,  but  also  the  "roots"  that  nourish  telemarketers  by  pro- 
viding them  with  the  essential  tools  and  services  that  make  it  possible  for  them  to 
ply  their  unlawful  trade. 

Targeting  a  boiler  room  has  the  limited  effect  of  eliminating  just  one  small  but 
comparatively  visible  part  of  the  fraud  network.  By  attacking  a  major  supplier  or 
other  supporting  "root,"  a  single  FTC  action  can  disrupt  a  whole  host  of 
telemarketing  boiler  rooms  by  cutting  off  the  means  necessary  for  them  to  per- 
petrate their  deception.  When  a  telemarketer's  roots  are  cut,  it  must  either  quickly 
develop  new  roots,  or  shrivel  and  die.  At  risk  of  Commission  law  enforcement  action, 
roots  are  becoming  increasingly  more  and  more  expensive  to  establish  and  difficult 
for  boiler  rooms  to  cultivate. 

One  of  the  Commission's  most  significant  cases  to  date  implementing  the  root  ap- 
proach was  brought  against  Citicorp  Credit  Services,  Inc.^  Citicorp  Credit  Services 
allegedly  provided  processing  of  credit  card  charges  for  a  travel  telemarketer, 
BankCard  Travel  Club,  when  it  knew  or  should  have  known  about  the  Club's  decep- 
tive sales  practices,  as  evidenced  by,  among  other  things,  a  high  level  of  consumer 
complaints  Citicorp  received  concerning  BankCard,  and  a  chargeback  rate  for 
BankCard  that  was  more  than  20  times  the  average  chargeback  rate  in  the  indus- 
try. The  Commission  charged  Citicorp  with  aiding  and  abetting  BankCard  Travel 
Club's  deceptive  scheme.  Earlier  this  month  the  Commission  gave  final  approval  to 
a  consent  agreement  with  Citicorp  to  resolve  these  charges.  The  agreement  requires 
Citicorp  to  investigate  any  of  its  clients  with  high  chargeback  rates,  and  to  termi- 
nate them  if  they  are  found  to  be  engaging  in  fraudulent,  deceptive,  or  unfair  prac- 
tices. 

A  pair  of  recent  cases  further  illustrates  the  effectiveness  of  the  root  approach. 
In  FTC  V.  Jet  Set  Travel,^  the  Commission,  with  substantial  assistance  from  the 
Maryland  Attorney  General's  office  and  the  Montgomery  County  Office  of  Consumer 
Affairs,  brought  an  action  against  a  Silver  Spring  travel  certificate  boiler  room.  The 
Commission's  action  put  Jet  Set  out  of  business,  but  the  money  taken  in  by  this 
boiler  room  had  for  the  most  part  disappeared  before  the  Commission  stepped  in. 
Discovery  in  the  Jet  Set  matter  led  to  information  about  a  root  system.  Passport 
International,  a  cluster  of  Florida  companies  comprising  one  of  the  largest  distribu- 


'In  re  Citicorp  Credit  Services,  Inc.,  Docket  No.  C-3413. 
«No.  JFM  91-99  (D.  Nd.  filed  Jan.  11,  1991). 


tors  of  travel  certificates  in  the  nation.  The  Commission,  with  the  assistance  of  the 
Attorney  General  of  Florida,  sued  Passport.' 

Passport,  a  classic  telemarketing  root,  allegedly  sustained  scores  of  client  boiler 
rooms.  Passport  allegedly  provided  its  clients  with  evepdhing  necessary  to  run  a 
successful  fraud.  According  to  the  district  court  complaint.  Passport  sold  its  client 
boiler  rooms  their  primary  product,  travel  certificates,  and  so-called  "incentive"  mer- 
chandise— typically  junk  jewelry — the  "awards"  that  telemarketers  promise  consum- 
ers in  order  to  lure  them  into  purchasing  some  other  item  at  an  inflated  price.  For 
start-up  boiler  rooms.  Passport  allegedly  provided  deceptive  sales  scripts  and  "con- 
sultants"— sales  personnel  experienced  in  sales  techniques.  Passport  allegedly  fur- 
nished lead  lists,  postcard  "teasers"  designed  to  induce  consumers  into  calling  the 
boiler  room  to  claim  their  "luxurious"  Caribbean  vacations,  and,  in  many  instances, 
allegedly  mailed  both  the  solicitations  and  travel  packages  for  its  clients.  According 
to  the  complaint.  Passport  also  fulfilled — or  failed  to  fulfill— the  travel  certificates 
and  handled  all  post-purchase  dealings  with  consumers.  Finally,  the  complaint  also 
alleges  that  Passport  furnished  its  client  telemarketers  access  to  the  credit  card 
payment  system  tnrough  a  network  of  "factor  brokers."  By  striking  at  Passport,  the 
Commission  may  have  dealt  a  disabling  blow  to  as  many  as  seventy-five  boiler 
rooms,  each  of  which  allegedly  had  been  deceiving  hundreds  or  thousands  of  con- 
sumers every  week. 

Although  Passport  exemplifies  both  the  root  theory  in  action  and  the  Commis- 
sion's emphasis  upon  federal-state  cooperation,  it  is  by  no  means  unique,  and  travel 
certificate  schemes  like  it  comprise  but  one  of  mtmy  variations  on  the  theme  of 
fraudulent  telemarketing.  Prize  promotions  and  sweepstakes  are  also  suitable  tar- 
gets for  the  Passport  approach.  Tne  Commission  filed  a  complaint  a  few  months  ago 
charging  that  Pioneer  Enterprises,  Inc.,  allegedly  one  of  Nevada's  largest  root  and 
boiler  room  operations,  has  operated  a  fraudulent  nationwide  "prize"  telemarketing 
scheme,  initiated  by  a  mail  solicitation  guaranteeing  that  the  consumer  had  won  a 
car,  a  vacation  or  some  other  valuable  item.® 

Pioneer  and  its  client  telemarketers  allegedly  lured  consumers  into  buving  what- 
ever it  was  selling — water  purifiers,  vitamms,  vacation  certificates — with  promises 
that,  in  addition  to  the  product  offered,  purchasers  would  receive  a  fabulous  prize 
worth  more  than  the  $395  to  $695  price  of  the  product.  According  to  the  complaint, 
the  promised  prizes  typically  included  Cadillacs,  $5,000  cash  payments,  Hawaiian 
vacations,  ana  diamond  watches.  Many  consumers  compladned  that  Pioneer  told 
them  they  were  "guaranteed"  to  win  the  Cadillac.  According  to  the  complaint,  in  vir- 
tually all  instances,  consumers  instead  received  a  watch  or  item  of  jewelry  that  al- 
legedly cost  Pioneer  a  maximum  of  about  $40.  On  December  3,  1992,  the  Court  ap- 
proved a  settlement  requiring  payment  of  $1.5  million  in  consumer  redress — vir- 
tually all  the  unencumbered  assets  the  Pioneer  defendants  possessed — and  imposing 
a  comprehensive  package  of  strong  injunctions  upon  them. 

The  FTC  worked  with  the  United  States  Attorney  and  Postal  Inspection  Service 
to  halt  Pioneer's  allegedly  deceptive  scheme.  At  the  same  time  the  Commission  filed 
its  complaint  and  obtained  an  ex  parte  temporary  restraining  order  and  asset  freeze, 
the  Postal  Inspection  Service  executed  an  extensive  search  warrant.  In  carrying  out 
this  major  enforcement  action.  Commission  staff  worked  closely  with  the  office  of 
the  Nevada  Attorney  General  and  the  Las  Vegas  Office  of  Consumer  Affairs. 

In  another  recent  root  case,  FTC  v.  Listworld,  Inc.,^  the  Commission  filed  a  com- 
plaint alleging  that  defendants  and  their  client  telemarketers  peddled  credit  pack- 
ages by  falsely  claiming  that  they  were  affiliated  with  financial  institutions  ana  that 
consumers  were  eligible  to  receive  low-interest  credit  cards.  According  to  the  district 
court  complaint,  the  defendants'  target  audience  was  consumers  who  had  high  bal- 
ances on  their  Visa  and  MasterCard  accounts,  or  had  difficulty  getting  credit.  The 
defendants  allegedly  recruited  telemarketers,  helped  establish  boiler  rooms,  and  pro- 
vided virtually  everything  necessary  to  run  a  fraud,  including  deceptive  solicitation 
postcards,  lists  of  consumers  with  nigh  credit  card  balances,  and  deceptive  scripts 
to  be  used  in  making  sales  calls.  In  addition,  the  defendants  allegedly  provided  cred- 
it card  factoring  and  systems  for  automatically  debiting  consumers  checking  ac- 
counts, thus  enabling  their  clients  to  collect  money  from  their  victims. 

In  investigating  Listworld,  Commission  staff  received  invaluable  assistance  from 
the  Attorney  General  of  Colorado,  who  had  already  sued  one  of  Listworld's  client 
telemarketers,  and  the  Attorneys  General  of  Texas,  Nevada,  and  Arizona.  Arkansas, 


^FTC  V.  Passport  Jntemational(e),  No.  92-275-CIV-ORLr20  (N.D.  Fla.  filed  April  1,  1992).  The 
State  of  Florida  also  sued  Passport  shortly  after  the  Commission  filed  its  case. 

^FTC  V.  Pioneer  Enterprises.  Inc.,  No.  CV-S  92-615-LDG  (D.  Nev.  filed  July  20,  1992). 
"No.  91-N-0979-NE  (N.D.  Ala.  filed  Apr.  30,  1991). 
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Connecticut,  Pennsylvania  and  Oregon  lent  additional  assistance.  Oregon  also  filed 
its  own  action  against  Listworld  shortly  after  the  Commission's  case  was  filed. 

The  root  approach  the  Commission  takes  in  actions  against  consumer  product 
telemarketing  frauds  is  equally  effective  in  pursuing  investment  fraud 
telemarketing  networks.  FTC  v.  Western  Trading  Group  ^°  and  FTC  v.  Osborne  Pre- 
cious Metals,  Inc.^^  involved  telemarketers  of  leveraged  investments  in  precious 
metals  and  their  root,  targeted  in  FTC  v.  Unimet  Credit  Corporation,^"^  which  alleg- 
edly supplied  the  precious  metals  to  these  and  other  telemarketers  and  also  pro- 
vided consumer  financing  for  transactions  they  solicited.  Similarly,  FTC  v.  Certified 
Rare  Coin  Gallery  ^^  involved  a  telemarketer  of  rare  coins,  ana  its  root.  Heritage 
Capital  Corporation,^^  which  allegedly  supplied  the  telemarketer  with  coins  and  in- 
flated grading  certificates,  among  other  things.  Incidentally,  one  of  the  Commission's 
initial  investment  fraud  cases,  FTC  v.  U.S.  Oil  &  Gas,^^  provides  a  striking  example 
of  the  fruitfialness  of  the  Commission's  broadening  its  law  enforcement  net  to  enve- 
lope behind-the  scenes  participants  in  telemarketing  fraud.  Approximately  $26  mil- 
lion in  restitution  checks  have  been  sent  out  in  the  mitial  distrioution  to  tne  victims 
of  the  fraud  perpetrated  by  U.S.  Oil  &  Gas.^^  This  was  made  possible  through  the 
combined  efforts  of  Commission  staff  and  a  court  appointed  receiver  pursuing  not 
only  the  defendants  but  also  the  insurance  companies  and  underwriters,  lawyers 
and  accountants  that  aided  and  abetted  the  boiler  rooms  that  actually  closed  the 
sales. 

The  initial  impact  of  a  Commission  action  is  to  halt  the  ongoing  telemarketing 
fraud  and  prevent  further  iniury  to  consumers.  Consumers  receive  other  benefits 
from  Commission  litigation,  when  the  Commission  obtains  a  final  judgment  throudi 
settlement  or  through  a  litigated  order.  Many  stipulated  final  judgments  include 
monetary  redress  to  consumers  (of  which  U.S.  Oil  &  Gas  is  an  example),  broad  per- 
manent injunctions  that  prohibit  the  defendants  from  engaging  in  the  same  or  simi- 
lar conduct  in  the  future,  and,  in  some  instances,  a  performance  bond  to  protect  fu- 
ture consumers  or  a  permanent  ban  prohibiting  the  defendant  from  engaging  in  the 
fraudulent  business." 

In  appropriate  cases,  the  Commission  also  has  encouraged  the  use  of  criminal 
sanctions  against  fraudulent  telemarketers  by  those  state  and  federal  agencies  with 
criminal  enforcement  authority.  Because  of  tne  degree  of  recidivism  in  this  area,  it 
sometimes  appears  that  the  most  effective  deterrent  may  be  a  prison  sentence.  The 
Commission  has  provided  assistance  to  state  and  federal  agencies  to  aid  in  their 
prosecution  of  criminal  charges  against  fraudulent  telemarketers.  For  example, 
where  the  law  permits  such  exchanges  of  information,  the  Commission  has  oilen 
provided  tape-recordings  of  telephone  sales  presentations  that  evidence  fraudulent 
conduct.  The  Commission  has  referred  a  number  of  cases  to  the  Department  of  Jus- 
tice for  prosecution  of  criminal  contempt  charges.  The  Commission  also  has  pro- 
ceeded on  its  own  to  seek  civil  contempt  in  the  fight  against  recidivism. ^^  The  Com- 
mission has  sought  civil  sanctions  against  defendants  for  violations  of  injunctive 
provisions  prohibiting  certain  conduct,  as  well  as  court-ordered  asset  freezes. 

Consumer  education  is  another  and  equally  valuable  result  of  and  complement  to 
the  Commission's  litigation.  Consumers  who  leam-of  the  Commission's  cases, 
through  the  press  or  otherwise,  are  better  able  to  protect  themselves  from  becoming 


1"  No.  92-4194  (CD.  Cal.  filed  July  15,  1992). 
"No.  92-4193  (CD.  Cal.  filed  July  15,  1992). 

12  No.  92-5759  CBN  (CD.  Cal.  filed  Sept.  23,  1992). 

13  No.  89-1307-CIV-Ryskainp  (S.D.  Fla.  filed  June  26,  1989). 

^*FTC  V.  Heritage  Capital  Corporation.  No.  89-1383-CIV-Ne8bit  (S.D.  Fla.  filed  July  11,  1989). 

i''784  F.2d  1431  (11th  Cir.  1984). 

1*  Additional  payments  will  be  made  with  additional  fiinds. 

"In  FTC  V.  Crittenden.  Civ.  No.  91-2019  JGD  (CD.  Cal.  filed  Apr.  15,  1991),  the  defendant 
stipulated  to  a  permanent  injunction  that,  inter  alia,  required  him  to  post  a  $100,000  perform- 
ance bond  before  ever  again  engaging  in  telemarketing,  and  to  increase  the  bond  to  $200,000 
within  six  months  of  entiy  of  the  oi^er.  Similarly,  in  FTC  v.  P.M.  Market  Masters.  CA.  No. 
89-1492-Civ-T-lOB  (N.D.  Fla.  filed  Nov.  6,  1989),  the  court,  on  the  Commission's  motion,  ordered 
the  defendant  to  post  a  $1.5  million  bond  before  ever  engaging  in  telemarketing  again.  A  perma- 
nent ban  fi:t)m  ever  again  engaging  in  telemarketing  was  one  provision  of  the  stipulated  perma- 
nent injunction  entered  in  FTC  v.  Listworld.  Inc.,  No.  91-N-0979-NE  (N.D.  Ala.  filed  Apr.  30, 
1991). 

i*For  example,  upon  learning  that  an  individual  had  been  telemarketing  Passport  travel  cer- 
tificates, in  contempt  of  an  order  issued  against  him  in  an  earlier  Commission  case  involving 
timeshare  sales,  the  Commission  recently  sought  and  obtained  an  order  finding  him  in  con- 
tempt, banning  him  from  ever  again  telemarketing  any  product  or  service  or  engaging  in  any 
other  travel-related  sales,  and  requiring  him  to  pay  $50,000  cash  or  post  a  $75,000  bond  to  re- 
dress consumer  injury  that  resulted  from  his  telemarketing  activities.  FTC  v.  Paradise  Palms 
Vacation  Club,  No.l  C81-1160  (V)  D,  (W.D.  Wash.);  contempt  order  entered  July  17,  1992. 
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victims  of  future  fraud.  The  Commission  may  also  use  a  case  involving  a  specific 
type  of  product  or  a  novel  scheme  as  a  springboard  to  publicize  a  "Consumer  Alert," 
as  it  did  with  the  Commission  brochures  on  water  purifier  frauds,  900  numbers,  and 
"dirt  pile"  investments— schemes  in  which  telemarketers  encourage  consumers  to 
purchase  unprocessed  dirt  from  mines  "guaranteed"  to  contain  enough  gold  to  more 
than  cover  the  consumers'  investment.  Well-informed  consumers  are  less  likely  to 
become  victims  of  fraudulent  telemarketing. 

The  Commission  appreciates  certain  Congressional  efforts  to  enlarge  the  arsenal 
at  the  Commission's  disposal  to  carry  out  the  activities  described  above  to  combat 
telemarketing  fraud.  The  "Telemarketing  and  Consumer  Fraud  and  Abuse  Preven- 
tion Bill,"  S.  568,  recently  introduced  by  Chairman  Bryan  and  Senators  McCain  and 
Gorton,  would  require  the  Commission  to  adopt  a  trade  regulation  rule  regarding 
telemarketing  fraud.  The  Commission  has  had  the  opportunity  to  comment  on  simi- 
lar legislative  proposals,  such  as  the  "Consumer  Protection  Telemarketing  Bill,"  in- 
troduced by  Chairman  Swiit,  H.R.  868,  and  earlier  versions  of  the  bill  contemplated 
by  Chairman  Bryan  and  Senator  McCain  that  have  been  introduced  in  previous 
Congresses.  In  this  regard,  the  Commission  has  expressed  concern  about  previously 
proposed  legislation.  The  Commission  in  the  past  has  expressed  doubt  about  wheth- 
er some  specific  provisions  would  significantly  enhfince  the  Conmiission's  law  en- 
forcement efforts  to  stop  and  deter  fraud.  The  Commission  has  also  questioned  the 
usefulness  of  a  clearin^ouse  for  public  inquiries  on  telemarketing,  a  feature  com- 
mon to  the  draft  bill  and  previous  legislative  proposals.  Given  the  need  for  us  to 
protect  the  confidentiality  and  integrity  of  our  investigations — a  necessity  expressly 
recognized  in  the  draft  bill — the  Commission  reiterates  its  skepticism  as  to  whether 
we  could,  in  the  normal  course,  provide  consumers  with  meaningful  information 
about  many  telemarketing  companies  with  which  they  are  dealing.  In  recent  years 
the  Commission  has  committed  additional  resources  to  the  development  of  a 
database  of  nonpublic  information  to  assist  cooperative  law  enforcement  efforts.  In 
the  context  of  this  development,  it  seems  doubtful  that  any  benefits  to  consumers 
from  such  a  clearinghouse  would  outweigh  the  substantial  costs  its  administration 
would  likely  entail. 

While  these  doubts  remain,  the  contemplated  bill  nevertheless  substantially  im- 
proves on  previous  proposals  in  a  number  of  important  ways.  The  bill  specifies  that 
activities  of  entities  that  assist  or  facilitate  fraudulent  telemarketing  are  included 
in  the  definition  of  fraudulent  telemarketing,  and,  more  specifically,  that  credit  card 
laundering  is  a  fraudulent  telemarketing  practice  that  would  violate  the  rule.  Credit 
card  laundering  is  the  lifeblood  of  many  fraudulent  telemarketing  operations  and 
this  provision  could  help  to  remove  this  essential  "root"  activity  from  the  fraudulent 
telemarketing  support  system.  More  importantly,  the  Bill  significantlv  enhances  the 
Commission's  ongoing  law  enforcement  efforts  under  Sections  13(b)  and  5  of  the 
FTC  Act.  The  Commission  supports  the  provisions  that  broaden  venue  for  the  Cona- 
mission's  district  court  actions  under  Section  13(b),  expand  the  Commission's  civil 
investigative  demand  authority  to  include  physical  evidence,  amend  the  Right  to  Fi- 
nancial Privacy  Act  to  enhance  the  Commission's  ability  to  prevent  dissipation  of 
defendants'  assets,  and  authorize  the  Commission  to  prosecute  its  own  criminal  con- 
tempt actions  against  defendants  who  violate  court  orders  the  Commission  has  ob- 
tained. The  Commission  believes  that  these  provisions  will  contribute  significantly 
to  its  law  enforcement  efforts.  The  Commission  will  continue  to  work  with  the  Sub- 
committee on  these  and  other  issues  raised  by  the  proposed  legislation,  and  it  wel- 
comes the  opportunity  to  provide  formal  written  conunents  on  the  specific  provisions 
of  the  bill  after  it  has  had  the  time  to  review  them  carefully. 

The  Commission  continues  to  be  committed  to  making  fraudulent  telemarketing 
a  high  priority  in  its  law  enforcement  and  consumer  education  efforts,  and  will  con- 
tinue to  work  cooperatively  with  federal,  state  and  local  law  enforcement  agencies. 
On  behalf  of  the  Commission,  I  thank  the  Subconunittee  for  this  opportunity  to  pro- 
vide the  Commissions  views  on  this  very  troubling  consumer  problem  and  to  de- 
scribe for  the  Subcommittee  the  Commission's  efforts  to  combat  it. 

Senator  Bryan.  Thank  you  very  much,  Mr.  Cutler.  We  are  al- 
ways delighted  to  have  your  testimony. 

Am  I  pronouncing  your  name  correct?  Is  it  Mr.  Verinder? 

Mr.  Verender.  Verinder,  that  is  correct. 

Senator  Bryan.  We  are  delighted  to  have  you  here  as  well  this 
morning,  and  as  has  been  noted,  we  think  that  what  the  FBI  is 
doing  certainly  complements  our  efforts  with  this  flanking  attack, 
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you  working  on  the  criminal  law  enforcement  aspect  and  Mr.  Cut- 
ler and  others  working  in  terms  of  the  civil  enforcement. 

Both,  I  think,  can  be  effective  and  serve  a  constructive  role,  and 
we  are  very  pleased,  and  your  two  colleagues  that  join  you  from  the 
Bureau  were  in  my  office  last  week  and  I  was  fascinated  by  their 
presentation,  and  I  am  looking  forward  to  hearing  yours  as  well 
this  morning,  so  let  me  invite  you  to  join  us  for  testimony. 

STATEMENT  OV  FRED  VERINDER,  DEPUTY  ASSISTANT 
DIRECTOR,  FEDERAL  BUREAU  OF  INVESTIGATION 

ivlr.  Verinder.  Thank  you,  Mr.  Chairman.  Good  morning.  And 
thank  you  both  for  the  very  kind  comments.  I  promise  you  that  we 
will  continue  to  work  aggressively  in  this  area  and  continue  to  earn 
the  kind  comments. 

I  am  pleased  to  appear  today  on  behalf  of  the  FBI  and  to  share 
some  of  the  important  information  recently  uncovered  as  a  result 
of  an  FBI  initiative  directed  against  illegal  telemarketing. 

Telemarketing  is  a  serious  fraud  and  a  costly  crime  problem.  In- 
dividuals knowledgeable  of  the  industry  estimate  that  illegal 
telemarketing  costs  the  American  public  up  to  $40  billion  a  year. 
There  are  numbers  ranging.  Senator,  from  $3  to  $40  billion.  It  is 
difficult  to  put  an  exact  dollar  amount  on  that. 

The  personal  consequences  to  the  victims  of  these  frauds  can  be 
devastating.  Just  recently,  the  daughter  of  an  elderly  victim  con- 
tacted the  FBI  to  inquire  if  we  could  help  and  do  anything  to  stop 
the  telemarketers  from  constantly  contacting  her  father. 

She  and  her  brothers  and  sisters  realized  that  the  father  had 
been  defrauded  of  $25,000  through  a  contest  where  he  was  told  he 
won  a  car.  She  explained  that  her  father  was  so  convinced  by  the 
scam  artist  that  his  own  children  were  unable  to  stop  him  from 
continually  sending  more  funds  to  these  individuals. 

The  matter,  she  explained,  was  taking  a  toll  on  the  marriage, 
taking  a  toll  on  the  relationship  with  the  children,  and  depleted  his 
savings.  Some  victims  have  lost  everything  they  have  all  in  pursuit 
of  those  tantalizing  offers  made  by  the  telemarketers. 

But  before  I  continue,  I  do  want  to  make  the  point  that  the  ma- 
jority, as  you  mentioned,  of  the  telemarketers  are  legitimate.  The 
industry  employs  3.4  million  individuals  nationwide  and  the 
telemarketing  arena  is  estimated  as  a  $400  billion  annual  amount 
spent. 

The  information  which  we  will  provide  here  today  should  not  be 
considered  indicative  of  the  telemarketing  industry  as  a  whole,  but 
onlv  representative  of  those  illegal  telemarketing  operations  identi- 
fied through  our  investigation. 

Telemarketing  fraud  can  be  one  of  the  more  difficult  crimes.  The 
typical  owner  operation  of  a  telemarketing  firm  uses  multiple 
aliases,  telephones,  mail  drops,  and  at  times  different  business  lo- 
cations. 

They  can  change  their  method  of  solicitation,  product  line,  and 
other  recognizable  traits  over  night.  Their  operations  are  mobile. 
Their  schemes  complex.  To  complicate  the  matter  further,  because 
of  embarrassment  and  complacency  on  the  part  of  the  victims, 
telemarketing  fraud  is  a  highly  under-reported  crime  problem. 
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In  analyzing  these  facts,  we  realize  that  if  the  FBI  wanted  to 
make  a  significant  and  lasting  impact  in  this  area,  an  innovative 
and  aggressive  strategy  would  be  required.  That  was  bom — Oper- 
ation Disconnect — which  used  the  approach  of  "con  the  con." 

Innovative,  aggressive  was  the  keynote  of  this  strategy.  The  sce- 
nario began  with  agents  posing  as  salesmen  of  unique,  computer- 
ized, automatic  dialing  equipment.  We  used  their  game,  a  tantaliz- 
ing offer  too  good  to  be  true,  which  of  course  it  was — too  good  to 
be  true.  We  conned  the  cons. 

This  approach  allowed  our  undercover  agents  to  converse  one-on- 
one  not  only  with  the  owners  or  the  operators,  but  the  sales  person- 
nel of  identified  illegal  telemarketing  operations.  This  direct  con- 
tact allowed  the  undercover  agents  to  gather  specific  information 
about  how  and  why  the  telemarketers  set  up  their  operations  as 
they  did. 

All  important  point  in  this  investigation,  Mr.  Chairman,  is  the 
investigation  was  carefully  designed  and  directed  only  focus  on 
telemarketing  operations  where  there  was  predicated  fraud 
through  numerous  complaints  on  file  with  the  local  consumer  agen- 
cies, and  local.  State,  and  Federal  law  enforcement  agencies,  and 
information  provided  to  us  by  confidential  sources. 

Through  Operation  Disconnect,  the  undercover  agents  gathered  a 
great  deal  of  information  about  these  telemarketing  operations.  For 
the  most  part,  the  illegal  telemarketers  shared  a  common  method. 
They  contacted  the  victim,  promised  them  a  product  or  service,  and 
asked,  of  course,  to  pay  with  money  up  front  prior  to  receiving  the 
product. 

At  this  time,  I  would  like  to  refer  to  the  charts. 

Senator  Bryan.  For  the  record,  Mr.  Verinder,  you  have  a  smaller 
version  of  these  charts  that  you  have  presented.  We  will  make 
those  a  part  of  the  record  as  you  go  through  these  larger  charts 
that  are  visible  for  display  here  at  the  committee  hearing. 

Mr.  Verdsider.  Thank  you,  Mr.  Chairman. 

[The  information  referred  to  follows:] 


66-350  -  93  -  2 
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VICTIM  PROFILE 
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Mr.  Verender.  As  you  can  see  from  the  first  chart,  over  one-half 
of  the  telemarketers  contacted  their  victims  by  telephone.  Many 
were  cold  calls;  that  is,  calls  to  unknown  individuals. 

Other  calls  were  made  to  individuals  whose  names  were  on  a  re- 
load list.  These  are  lists  of  victims  of  other  telemarketing  scams, 
thus  demonstrating  the  victim's  vulnerability  to  a  deal  that  is  too 
good  to  be  true.  But  importantly,  clearly  demonstrating  that  these 
telemarketers  pass  the  names  of  victims  from  one  to  another. 

The  second  most  popular  method  involves  initial  contact  through 
the  mail,  usually  in  the  form  of  a  postcard.  Other  contacts  were 
made  through  newspaper  ads,  entry  forms,  automatic  dialers. 

[A  chart  was  shown.] 

Mr.  Verinder.  The  next  chart  provides  a  breakdown  of  the  var- 
ious products  sold  by  these  telemarketers.  About  one-quarter  of  the 
time,  telemarketers  sold  professional  services,  such  as  job  opportu- 
nities, vacation  packages,  scholarships.  The  rest  of  the  time  they 
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sold  various  products  to  include  jewelry,  vitamins,  skin  care,  clean- 
ing products. 

In  the  instances  where  telemarketers  did  actually  send  products 
to  the  victims,  they  usually  misrepresented  their  values  and  inac- 
curately described  them. 

We  have  two  items  to  show  you  today.  The  two  items  are  indic- 
ative of  the  types  of  items  being  sent  to  the  victim.  As  part  of  our 
undercover  operation,  the  undercover  agents  purchased  the  watch 
for  $380.  Of  course,  we  were  told  the  value  was  $1,200.  The  ap- 
praisal is  $35. 

Senator  McCain.  What  was  the  appraisal  value? 

Mr.  Verinder.  We  paid  $380.  We  were  told  it  was  a  $1,200 
value.  The  appraisal  was  $35. 

Senator  McCain.  Thank  you. 

Mr.  Verinder.  In  another  instance,  the  undercover  agents  were 
told  that  they  had  won  a  valuable  prize  worth  $1,200.  To  claim  the 
prize,  they  had  to  buy  eight  pens  for  $380.  The  pens  were  of  nomi- 
nal value.  The  necklace  was  the  prize.  The  necklace  that  you  are 
looking  at  had  a  value  on  the  high  end  of  $137. 

These  items  are  only  two  examples  of  the  many,  many  ways  in 
which  telemarketers  mislead  consumers.  In  order  to  enhance  their 
profits  the  con  men  continue  to  recontact  their  victims.  In  this  op- 
eration, our  undercover  agents  were  recontacted,  as  I  mentioned, 
reloaded 

Senator  McCain.  Excuse  me  for  1  minute.  Senator  Burns  just 
came  in  the  room.  What  was  the  value  of  the  necklace  again? 

Mr.  Verinder.  The  necklace  on  the  high  end  was  $137.  This  was 
the  $1,200  prize.  Senator. 

Senator  McCain.  A  $1,200  prize.  And  so  in  exchange  for  getting 
a  $137  necklace  they  had  to  do  what? 

Mr.  Verinder.  They  started  by  having  to  buy  eight  pens  for  $380 
so  as  to  qualify  for  the  big  prize  of  $1,200. 

Our  undercover  agents  received  the  $137  necklace  as  our  prize. 

Senator  McCain.  I  see. 

Mr.  Verinder.  This  is  only  the  beginning.  Once  they  have  you 
hooked,  they  continue  with  the  calls,  making  it  more  tantalizmg, 
with  more  offers,  and  continue  to  build. 

As  an  example,  and  it  is  not  in  my  statement  but  I  would  like 
to  pass  this  on.  Just  yesterday  we  received  a  phone  call.  The  FBI 
received  a  phone  call  from  a  consumer  agency  that  had  received  a 
call  from  a  woman  who  had  recently  been  contacted  by  a 
telemarketer.  The  telemarketer  explained  to  her  that  he  works  for 
Operation  Disconnect,  our  undercover  operation.  That  will  show 
you  how  fast  they  pick  up  on  the  issue  at  hand. 

And  for  a  fee  of  $424,  he  can  guarantee  the  return  of  the  money 
she  lost  as  a  result  of  the  illegal  telemarketing.  The  woman  did  not 
send  any  money,  and  immediately  reported  the  incident  to  the 
consumer  agency  who  contacted  us. 

As  we  speak,  the  office  is  going  out  face-to-face,  eyeball-to-eyeball 
with  this  telemarketer  and  confronting  the  issue  to  see  what  else 
we  have  on  the  table.  Hopefully  by  the  end  of  this  day  we  will 
maybe  be  into  another  area,  but  this  is  how  fast  they  quickly  ad- 
just and  move  forward. 

[A  chart  was  shown.] 
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Mr.  Verinder.  The  next  chart,  which  is  our  third  chart,  shows 
the  breakdown  of  the  types  of  consumers  targeted  by  these 
telemarketers.  Over  one-third  of  the  operations  we  uncovered  spe- 
cifically targeted  the  elderly  population.  The  telemarketers  charac- 
terize these  individuals  as  easy  victims. 

The  remainder  of  the  categories  represented  other  types  of  con- 
sumers who  were  targeted.  While  our  chart  shows  34  percent  were 
elderly  that  is  low  as  the  other  categories  on  the  chart  contain  el- 
derly victims  as  well.  And  the  number  that  you  mentioned,  Mr. 
Chairman,  is  more  accurate — in  excess  of  50  percent. 

In  most  cases,  the  elderly  are  the  very  people  who  can  least  af- 
ford to  be  victimized.  It  should  be  noted,  however,  that  the  victims 
of  all  of  these  crimes  are  not  only  the  elderly  but  include  consum- 
ers of  all  ages.  Credit  card  companies,  financial  institutions,  long 
distance  companies,  landlords,  courier  services,  and  others. 

[A  chart  was  shown.] 

Mr.  Vereneder.  We  believe  Operation  Disconnect  has  been  very 
successful.  As  you  can  see  from  the  chart,  chart  No.  4,  it  involves 
18  FBI  field  offices  spread  across  the  country.  Ten  of  these  offices 
were  able  to  implement  our  unique  undercover  operation,  versus 
using  traditional  means  of  investigation.  We  were  able  to  place  un- 
dercover agents  right  inside  the  operation. 

At  the  conclusion,  we  identified  over  500  individuals  in  approxi- 
mately 123  operations.  As  you  are  aware,  we  have  arrested  210  as 
of  this  date,  and  searched  64  locations. 

The  question  is,  Why  not  the  other  59?  Over  the  years,  some  of 
these  had  closed  or  moved  to  other  locations.  And  the  other  300  or 
so  individuals  are  still  being  investigated,  developing  more  evi- 
dence. At  the  time  we  brought  down  the  operation  we  did  not  have 
adequate  justification  to  arrest  the  additional  300.  But  I  promise 
you  they  will  be  arrested  the  minute  we  develop  adequate  evidence. 

In  addition,  which  is  important,  we  seized  over  $4  million  in  cash 
from  bank  accounts,  70  computers,  a  number  of  vehicles,  boats, 
weapons,  and  other  valuable  items.  We  anticipate  additional  sei- 
zures. The  FBI  intends  to  aggressively  investigate  the  persons  in- 
volved. 

Importantly  we  just  did  not  go  after,  as  I  mentioned,  the  owner 
operator.  We  went  after  the  salesmen  and  other  professionals  in- 
volved in  this.  As  Mr.  Cutler  mentioned,  this  is  the  way  to  attack 
an  organization.  We  believe  that  as  a  result  of  this  operation  and 
our  continued  efforts,  we  will  reduce  the  incidents  of  telemarketing 
fraud  occurring  the  country. 

One  of  the  FBI's  principal  objectives  in  combating  telemarketing 
is  aggressive  prosecution.  However,  we  also  believe  education  of  the 
American  public,  like  the  woman's  father,  is  a  way  to  stop  the  ille- 
gal telemarketing. 

Our  efforts  in  addressing  telemarketing  fraud  will  not  end  with 
the  prosecution  of  subjects  identified  through  this  initiative.  Other 
initiatives  are  underway  at  this  time. 

In  closing,  I  would  like  to  thank  you  for  the  invitation  to  address 
the  committee.  And  I  would  like  to  leave  this  final  message  for  the 
illegal  telemarketers.  No  longer  will  it  be  business  as  usual.  The 
FBI  is  in  the  telemarketing  business  to  stay.  Thank  you. 
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Senator  Bryan.  Thank  you  very  much,  Mr.  Verinder.  Let  me 
yield  to  Senator  Burns,  if  he  would  like  to  make  an  opening  state- 
ment before  we  get  into  our  round  of  questions. 

Senator  Burns.  No,  thank  you,  I  do  not  have  a  statement,  Mr. 
Chairman.  I  appreciate  your  holding  these  hearings,  though,  be- 
cause we  have  neard  about  this  in  other  areas. 

In  fact,  just  a  year  ago  we  had  a  hearing  on  this  topic  in  the 
Aging  Committee.  It  was  principally  on  selling  medical  supplies 
and  for  exorbitant — I  mean,  unreal  prices.  And  I  think  the  Aging 
Committee,  under  the  chairmanship  of  Senator  Pryor,  will  go  into 
the  field  and  we  will  have  more  hearings. 

But  I  would  agree  with  you,  Mr.  Verinder — is  that  the  way  you 
pronounce  it? 

Mr.  Verinder.  Yes,  sir. 

Senator  Burns.  That  education  is  a  key,  because  the  only  time 
people  try  to  sell  me  something  is  at  supper  time.  And  I  just  want 
to  turn  that  telephone  off,  but  I  do  not  dare,  because  I  am  in  the 
sandwich  generation.  A  generation  when  the  kids  call — when  you 
get  emergency  calls,  it  is  either  the  kids  or  your  parents. 

In  your  estimation,  do  you  have  the  resources  now  to  address 
this  problem? 

Mr.  Verinder.  Senator,  this  operation  was  bare  bones.  We  had 
about  50  agents  full-time  involved  in  Operation  Disconnect. 

Senator  Burns.  Now,  how  do  you  find  out?  Does  someone  call 
you  and  say,  "we  think  we  smell  a  rat  here"? 

Mr.  Verinder.  Yes,  sir.  Senator.  This  started  in  Salt  Lake  City. 
They  developed  adequate  intelligence  to  demonstrate  the  signifi- 
cance of  the  crime  problem  and  brought  it  to  headquarters.  Since 
it  was  such  a  significant  problem  we  designed  an  undercover  oper- 
ation to  attack  the  problem. 

Once  we  got  inside  and  found  out  the  significance  of  the  problem, 
the  large  dollars,  and  the  number  of  victims,  including  the  elderly, 
we  decided  we  had  to  franchise  this  across  the  country.  We  were 
able  to  bring  in  18  offices  that  had  enough  information  of  a  crimi- 
nal nature  to  predicate  these  investigations. 

While  a  bare  bones  operation,  when  you  look  at  what  we  have 
accomplished  with  our  50  agents,  the  results  are  significant.  We 
also  have  another  SA's  working  on  other  telemarketing  matters. 
We  have  made  a  request  to  the  Department  of  Justice  for  more 
agents.  Telemarketing  is  one  of  our  priority  areas.  We  have  re- 
quested more  resources  and  we  are  making  a  hard  pitch,  sir. 

Senator  Burns.  I  wonder  if  you  would  be  amenable  to  meet  with 
us  on  the  Aging  Committee  about  this  problem.  Right  now  we  have 
an  800  number  that  people  call,  but  it  comes  into  HCFA  or  Health 
and  Human  Services.  My  gosh,  they  cannot  even  throw  rocks  at 
anybody.  I  want  to  scare  these  scam  artists  to  death  and  scare 
them  right  into  jail  if  possible,  because  it  is  a  terrible,  terrible 
thing. 

Mr.  Verinder.  We  would  be  very  pleased. 

Senator  Burns.  If  you  would  be  amenable  to  appearing  before 
the  Committee  on  Aging,  I  will  offer  that  invitation.  I  will  contact 
the  chairman.  You  can  see  by  the  percentage  there  that  if  people 
have  an  800  number  they  can  call  to  see  if  a  telemarketer  is  legiti- 
mate— ^you  could  probably  answer  that. 
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Mr.  Verinder.  Senator,  that  is  what  happened  yesterday  with 
the  phone  call  I  mentioned. 

Senator  Burns.  Thank  you,  Mr.  Chairman.  I  did  not  intend  to 
get  off  on  a  tangent  here. 

Mr.  Verinder.  That  was  brought  to  our  attention.  The  agents 
are  going  out  today  to  interview  that  person.  We  need  to  attack  the 
problem  quickly,  because  the  telemarketer  will  move  the  next  day. 

Senator  Burns.  I  know  that  Senator  McCain  down  there  in  Ari- 
zona has  a  very,  very  large  population  of  retired  people.  And  I 
know  it  is  his  concern. 

Senator  McCain.  As  in  Nevada. 

Senator  Bryan.  Yes. 

Senator  Burns.  Thank  you. 

Senator  Bryan.  Thank  you  very  much,  Senator  Bums.  Mr. 
Verinder,  you  made  an  observation  that  the  vast  number  of  people 
who  are  involved  in  telemarketing  have  legitimate  operations,  and 
that  the  focus  of  your  efforts,  as  well  as  Mr.  Cutler  and  local  law 
enforcement,  are  the  scam  artists,  the  kind  of  people  that  we  have 
talked  about. 

My  question  is  the  people  who  are  in  the  industry  who  are  legiti- 
mate, who  make  use  of  the  phone  in  a  fashion  which  is  acceptable 
and  is  consistent  with  responsible  and  ethical  business  practices. 
What  kind  of  help  do  you  get  from  them  in  terms  of  ferreting  out 
these  kinds  of  folks  that  Senators  McCain  and  Burns  and  I  and 
others  have  spent  the  last  4  years  trying  to  give  you  some  addi- 
tional enforcement  authority,  and  the  FTC,  and  are  pleased  to  see 
Senator  Hatch  and  Senator  Biden's  bill  provides  some  additional 
authority  to  you? 

Mr.  Verinder.  Mr.  Chairman,  the  great  advantages  of  this  un- 
dercover operation  besides  what  was  mentioned — well,  there  are 
two  things.  One  is  to  greatly  expand  our  intelligence  base  to  de- 
velop as  many  cooperating  witnesses  and  cooperating  subjects  as 
possible.  It  also  provided  close  ties  with  the  FTC.  Mr.  Cutler  and 
I  and  our  staffs  are  working  closely  with  the  better  business  bu- 
reaus and  the  other  entities  that  are  consumer  fraud  individuals 
are  working  together,  trying  to  develop  data  bases  that  would  pro- 
vide adequate  predication  to  open  cases. 

As  you  are  aware  a  group  one  undercover  operation,  has  to  reach 
a  certain  level  of  predication  before  we  can  authorize  investigation. 
Greater  intelligence  is  one  benefit  that  I  have  seen  grow  immensely 
in  the  past  3  years. 

Senator  Bryan.  And  do  you  find  those  that  are  in  the  business 
legitimately — they  are  certainly  not  the  objects  of  your  investiga- 
tion. Are  they  coming  forward  and  working  with  you  at  the  task 
force  level  in  trying  to  ferret  out  these  folks  that  give  telemarketers 
and  telemarketing  in  general  the  bad  name  that  it  has  acquired? 

Mr.  Verinder.  I  am  going  to  let  Mr.  Cutler  also  respond  to  this. 
But  we  have  found  that  professional  telemarketing  associations 
want  to  clean  up  the  industry  as  much  as  the  FBI  wants  to  elimi- 
nate the  illegal  telemarketers.  They  know  cases  like  this,  and  our 
testimony  before  you,  sir,  does  not  nelp  business.  Because  the  first 
defense  when  illegal  telemarketers  call,  is  to  hang  up.  Barry? 

Mr.  Cutler.  Yes,  Mr.  Chairman.  The  FTC  works  cooperatively 
with  trade  associations,  and  with  private  corporations.  The  two 
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good  examples  are  the  Direct  Marketing  Association  that  has  testi- 
fied before  this  committee  which  represents,  among  others,  most  of 
the  major  mail  order  companies  in  the  United  States  that  increas- 
ingly depend  on  the  telephone.  They  know  that  not  having  people 
afraid  to  answer  the  phone,  and  make  a  purchase,  and  give  out 
credit  card  information  is  the  lifeblood  of  their  industry. 

We  work  very  closely  with  the  security  people  at  MasterCard  and 
Visa.  I  know  they  have  a  great  interest  in  the  private  action  as- 
pects of  this  bill.  And  virtually  every  segment  of  the  private  sector 
and  the  trade  associations  that  we  work  with  understand  that  the 
key  to  successful,  legitimate  mail  order  and  other  direct  marketing 
is  a  wiping  out  the  people  who  give  it  a  bad  name. 

Senator  Bryan.  Mr.  Verinder,  you  mentioned  it  in  your  testi- 
mony, but  I  am  not  sure  that  it  really  is  driven  home.  You  have 
had  a  traditional  way  of  investigating  these  telemarketing  frauds 
which,  as  I  understand  it,  has  been  in  effect  to  respond  to  victims 
who  call,  much  as  the  lady  who  was  victimized  by  this  imaginative 
Operation  Disconnect  scam  that  you  are  working  on  this  morning. 

What  you  are  doing  here  is  very,  very  different  in  terms  of  your 
approach.  Can  I  get  you  to  make  that  point  again?  I  am  not  sure 
that  that  is  really  understood,  and  I  want  our  record  to  be  clear 
that  you  did  something  with  Operation  Disconnect  that  was  a  very 
different  approach  than  what  you  have  historically  done  in  re- 
sponding to  people  who  say,  "Look,  I  have  been  ripped  off,  I  got  a 
call  a  few  months  ago,"  and  then  you  trace  back  from  that  call  from 
the  victim? 

Mr.  Verinder.  We  found  that  the  traditional  means  of  investiga- 
tion were  not  allowing  us  to  get  in  and  get  the  identities  of  all  in- 
volved, other  than  the  operator.  We  needed  to  be  more  innovative. 
Using  tantalizing  offers,  we  came  up  with  this  fictionalized  comput- 
erized speed  dialer,  sir,  which  did  not  exist. 

We  arrived  at  the  different  business,  who,  of  course,  had  been 
predicated,  with  this  offer  to  enhance  their  profits.  We  also  had 
very  elaborate  sales  documentation,  and  a  very  elaborate  sales 
presentation. 

Senator  Bryan.  In  other  words,  they  thought  you  were  there  to 
help  them  expand  their  exploitation  of  these  innocent  victims? 

Mr.  Verinder.  Correct.  And  then  we  would  say  we  had  to  meet 
with  all  their  key  sales  people  to  learn  how  they  go  about  selling 
their  product.  This  was  to  allow  us  to  develop  a  sales  pitch.  That 
allowed  us  to  get  on  tape  many  of  their  key  people,  including  the 
owners  and  operators. 

Then,  we  allegedly  would  take  this  sales-pitch  which  did  not 
exist,  and  high-speed  dialer  which  also  did  not  exist  and  hot  test 
it.  But,  of  course,  that  really  never  happened.  Agents  at  an  agreed 
upon  time  would  begin  calling  this  entity  with  orders.  The  oper- 
ation would  believe  it  was  the  result  of  this  dialer.  As  we  moved 
on  to  other  operations  the  previous  ones  would  keep  hounding  us, 
saying  "Where  is  our  speed  dialer.  We  need  it!"  Many  times  threat- 
ening us  to  make  good  on  the  delivery. 

So,  we  were  most  effective  in  our  sales  pitch  to  them,  and  that 
was  the  way  we  were  able  to  get  inside.  We  now  have  developed 
new  means  to  allow  us  to  move  against  other  illegal  telemarketers. 
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Senator  Bryan.  Mr.  Cutler  mentioned  the  root  theory  versus  the 
dandelion  approach.  Are  you  following  that  approach,  as  well,  in 
terms  of  the  criminal  prosecutory  efforts? 

Mr.  Verinder.  Totally.  We  were  not  only  interested  in  the  num- 
ber arrested,  but  we  were  also  interested  in  seizing  their  ill-gotten 
gains.  As  Mr.  Cutler  mentioned,  you  chase  the  money,  and  that  is 
the  way  you  eliminate  organizations,  and  that  is  exactly  what  we 
are  doing  now. 

Senator  Bryan.  How  many  convictions  have  you  had,  say,  in  the 
last  year  or  fiscal  year,  however  you  keep  your  records  on 
telemarketing  fraud?  Do  you  have  a  number? 

Mr.  Verinder.  We  do  not  maintain  any  records  in  that  manner. 
Mr.  Owens,  is  there  any  number  that  we  would  have? 

Mr.  Owens.  No,  it  is  such  a  broad  category. 

Mr.  Verinder.  I  am  sorry,  Mr.  Chairman. 

Senator  Bryan.  You  can  provide  a  supplement  for  the  record. 

Mr.  Verinder.  We  can  go  back  and  provide  that  information. 

[The  information  referred  to  follows:] 


Advertising  Specials 

Travel  Club 

Skin  Care 

Water  Filters 

Jewelry 

Coins 

Credit/Debit  Cards 

Anti-Drug  Literature 

Small  Business  Loans 
Government  Lists 


products  offered 

Consumer  Discount  Coupons 

Investment  Opportunities 

Vitamins 

Pay  Phones 

Bumper  Stickers 

Calendars 

Scholarships 

Fire  Safety  Products 

Cleaning  Products 

Automotive  Service 

Employment  Opportunities       ^^'^  ^^^^ 


Senator  Bryan.  Mr.  Cutler,  as  you  know,  several  of  the  provi- 
sions that  are  in  the  bill  that  Senators  McCain,  Gorton,  and  I  have 
introduced,  empower  the  FTC  to  promulgate  regulations  that  deal 
with  some  of  the  issues  that  Senator  Bums  raised  in  his  opening 
observation;  namely,  you  know,  to  regulate  the  hours  of  these  calls. 

People  do  get  calls  right  at  the  dinner  hour.  Some  of  the  prob- 
lems that  have  been  encountered  is  that  these  phone  systems  now 
permit  you  to  lock  in,  and  there  is  evidence  that  we  have  had  on 
previous  hearings  on  this  legislation  in  which  people  literally  have 
emergency  calls  they  have  to  make.  One  instance  I  recall,  someone 
was  experiencing  a  heart  attack,  but  the  telemarketer  had  locked 
in.  Senator  McCain  and  Gorton  will  recall  that  because  they  were 
here  for  that  hearing.  And  the  person  that  was  confronting  this 
medical    crisis    could    not    gain    an    outside    line    because    the 
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telemarketer  had  locked  in  with  this  sales  pitch.  And  there  are 
some  other  provisions. 

I  would  certainly  hope  that  the  FTC  would  move  forward  on 
those  kinds  of  things.  That  is  something  that  certainly  could  be 
done  from  a  civil  point  of  view  that  would,  I  think,  be  very  helpful. 

Mr.  Cutler.  We  have  seen  different  aspects  of  the  problem. 
When  Chairman  Steiger  and  I  first  appeared  before  you  on  this 
matter  in  the  spring  of  1990,  we  talked  about  the  skill  with  which 
con  artists  gain  the  confidence  of  consumers.  And  from  your  com- 
ments and  the  comments  of  your  colleagues,  we  realize  that  from 
your  constituent  mail  you  were  finding  out  things  about  what  real- 
ly burned  up  the  American  public. 

I  think  we  have  all  come  to  the  conclusion  there  were  many  as- 
pects of  this.  The  autodialer  legislation  takes  care  of  part  of  it,  and 
I  certainly  hope  that  the  proposed  rule  would  take  care  of  other 
problems  like  the  one  you  address. 

Senator  Bryan.  Mr.  Verinder,  the  last  question  before  I  defer  to 
my  colleagues  for  some  more  questions  is  this:  In  listening  to  one 
of  the  tapes  that  your  agents  made  available  to  me,  which  was  the 
conversation  between  the  undercover  agent  making  this  pitch  on 
this  new  equipment  which  would  allow  them  to  broaden  the  field, 
so  to  speak,  I  was  struck  by  the  absolute  callous  cynicism  of  the 
telemarketer,  himself  In  other  words,  they  were  not  just  doing  this 
as  a  business.  They  were  joking  about  it  and  laughing  about  it. 

In  one  segment  I  recall,  they  were  talking,  "Look,  sometimes  we 
try  to  target  people  who  we  know  are  particularly  religious.  And 
they  make  reference  to,  you  know,  that  I  am  a  Christian  gen- 
tleman, too."  One  telemarketer  relating  to  a  victim.  What  kind  of 
people  are  these  scam  artists  that  are  involved  in  this  operation? 

Mr.  Verinder.  They  attach  themselves  to  people  quickly,  Mr. 
Chairman.  If  it  is  the  bible  belt  or  dealing  with  the  elderly,  they 
take  advantage  of  the  moment. 

On  one  tape  a  lady  telemarketer  informs  our  telemarketer  that 
"I  have  one  hand  on  the  phone  with  the  other  hand,  I  am  in  their 
pocketbook,  stripping  it  clean."  These  are  the  types  of  stories  they 
told  our  undercover  agents  which  we  recorded  on  tape.  Callous, 
unregarding,  their  only  idea  is  to  drain  the  victim  completely  dry, 
and  pass  the  victim  on  to  the  next  telemarketer. 

Senator  Bryan.  Mr.  Verinder,  thank  you  very  much. 

Senator  McCain,  I  know,  has  to  attend  another  hearing.  So,  let 
me  defer  to  him  for  his  questions. 

Senator  McCain.  Thank  you,  Mr.  Chairman.  Again,  I  want  to 
thank  you  and  Senator  Gorton  for  your  leadership  on  this  issue. 

Mr.  Verinder,  how  pervasive  is  this  problem?  Given  the  experi- 
ence you  had  in  these  locations  throughout  the  country,  does  that 
give  you  an  idea  of  the  pervasiveness  of  the  issue  of  telemarketing 
fraud  throughout  this  Nation? 

Mr.  Verinder.  Senator,  the  difficulty  we  had  was  choosing  the 
takedown  day.  As  this  investigation  moved  forward,  the  crime 
problem  continued  to  expand.  We  were  identifying  a  bigger  problem 
than  we  anticipated  when  we  started.  Our  final  date  was  the  third 
one,  and  finally  we  said  that's  it.  Our  concern  was  we  did  not  want 
to  reveal  our  techniques  too  prematurely. 
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Senator,  it  is  worse  than  we  know,  and  the  more  we  keep  devel- 
oping and  analyzing  the  data  that  we  seized  in  these  searches  it 
is  telling  us  that  we  have  to  stay  in  this  game.  Of  the  people  identi- 
fied, 85  nad  previous  criminal  records.  When  you  asked,  Mr.  Chair- 
man, as  to  the  type  of  people  arrested,  not  all  of  them  are  violent, 
but  some  have  violent  histories.  But  85  of  them  did  have  previous 
criminal  records. 

Senator  McCain.  From  the  information  you  gathered  in  your  in- 
vestigations, do  you  believe  the  problem  is  growing? 

Mr.  Verinder.  Yes. 

Senator  McCain.  Significantly? 

Mr.  Verinder.  Yes,  in  the  sense  that  we  are  not  yet  aware  of 
how  serious  it  is.  Also  there  are  more  and  more  telemarketing  enti- 
ties arriving  every  day  with  the  idea  to  scam  and  defraud  the  inno- 
cent. 

Senator  McCain.  Mr.  Cutler,  I  see  you  nodding  your  head.  Is  it 
your  view  that  the  problem  is  getting  larger? 

Mr.  Cutler.  Yes,  Senator,  and  this  is  a  point  that  I  think  is  im- 
portant to  raise  today,  because  you  are  going  to  be  hearing  a  lot 
more  about  it  in  the  next  few  years.  One  of  the  tasks  of  the  FTC, 
apart  from  the  work  we  do  in  this  country,  is  to  participate  in  the 
work  of  the  OECD  in  Paris,  which  is  a  cooperative  organization  of 
24  countries,  primarily  Europe,  Japan,  the  British  Commonwealth, 
and  the  United  States. 

And  one  of  the  things  that  we  are  finding  is  we  are  getting  com- 
plaints not  only  from  OECD  countries  but  fi*om  Eastern  Europe 
that  many  of  the  products  and  techniques  that  are  being  prohibited 
in  the  United  States  are  now  showing  up  in  Europe  and  Eastern 
Europe.  It  is  very  much  the  situation  that  you  and  Senator  Bryan 
have  referred  to  where  you  get  rid  of  a  problem  in  Nevada  and  it 
goes  to  California.  Now,  we  are  seeing  that  take  place  internation- 
ally. And  with  increased  telecommunications  where  you  can  call 
from  here  to  Europe  or  Eastern  Europe  very  easily,  we  are  export- 
ing problems  as  we  take  care  of  them  in  one  location. 

As  we  get  to  the  point  where  with  cable  television  you  can  show 
a  30-minute  infomercial  in  10  different  countries  in  Europe  at  the 
same  time  and  use  the  telephone  in  the  next  few  years  to  make  an 
electronic  funds  transfer,  where  you  do  not  have  the  paper  trail 
that  you  do  with  the  credit  cards,  checks,  and  money  orders,  this 
is  the  problem  that  we  are  getting  a  handle  on  none  too  soon,  be- 
cause pretty  soon  not  only  will  the  problem  have  expanded  globally, 
but  the  techniques  to  follow  the  money  when  you  are  using  elec- 
tronic fund  transfers  are  going  to  be  infinitely  more  difficult  than 
chasing  a  check  or  a  credit  card  charge  through  the  banking  sys- 
tem. 

Senator  McCain.  Then,  in  your  view,  this  does  lend  some  ur- 
gency to  the  passage  of  Senator  Bryan's  and  Senator  Gorton's  legis- 
lation. Would  you  agree  with  that? 

Mr.  Cutler.  Yes,  it  does. 

The  other  thing  I  would  add  is  that  while  the  American  people 
really  are  fed  up  with  these  dinner  time  phone  calls,  as  Senator 
Bryan  mentioned,  there  are  "sleeper"  provisions  here  such  as  mak- 
ing it  easier  to  get  bank  records  and  information,  because  frankly, 
the  hardest  thing  that  an  agency  like  the  FTC  has,  even  with  our 
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network  of  contacts  with  State  AG's  and  others,  is  that  to  use  our 
civil  process  to  try  to  track  down  what  is  essentially  a  wire  fraud 
or  a  mail  fraud  case  and  to  follow  them  from  the  boiler  room  to  the 
root  really  takes  the  kinds  of  provisions  that  are  in  this  bill  and 
others  that  do  not  get  as  much  attention  from  the  public  because 
they  are  not  as  obvious. 

Senator  McCain.  Mr.  Verinder,  I  know  that  you  are  not  usually 
in  the  position  of  commenting  on  legislation.  But  would  you — ^from 
the  recent  experience  here,  would  you  say  that  there  is  a  need  for 
legislation  along  the  lines  of  what  Senator  Bryan  and  Senator  Gor- 
ton have  proposed? 

Mr.  Verinder.  This  is  more  on  a  civil  nature  with  some  criminal 
matters  to  FTC.  Also  I  am  aware  that  the  Department  of  Justice 
is  working  with  your  staffers  on  this.  But  any  help  we  can  get  in 
this  area  to  tighten  the  laws,  we  support  fully,  Senator. 

Senator  McCain.  Well,  thank  you.  I  want  to  thank  you  and  all 
of  your  people  for  doing  a  wonderful  job,  and  I  am  very  sorry  to 
hear  what  we  all  suspected,  and  that  is  that  it  is  a  larger  problem 
than  we  had  even  originally  envisioned.  And  Mr.  Cutler,  for  4  years 
now  I  think  you  have  been  involved  in  this  issue,  and  we  appre- 
ciate it,  and  I  know  you  would  appreciate  the  opportunity  of  doing 
other  things  rather  than  appearing  before  this  subcommittee. 
Hopefully,  we  can  do  something  to  bring  this  situation  under  con- 
trol. 

I  thank  you,  Mr.  Chairman. 

Senator  Bryan.  Thank  you  very  much,  Senator  McCain.  Let  me 
yield,  now,  to  the  ranking  member  of  the  subcommittee  for  his 
opening  statement. 

Senator  Gorton. 

Senator  Burns.  Excuse  me.  I  have  to  go.  But  let  me  just  let  me 
say  that  I  want  to  be  made  a  cosponsor  of  this  legislation,  and  I 
thank  you  and  congratulate  you  for  your  work  on  this.  I  have  an- 
other commitment  that  I  have  to  make  at  this  time,  so  I  thank  you 
very  much. 

Senator  Bryan.  We  are  delighted  to  have  your  cosponsorship, 
and  I  thank  you  veiy  much.  Senator  Burns,  for  your  attendance 
and  your  interest  in  this  legislation. 

Senator  Gorton. 

OPENING  STATEMENT  OF  SENATOR  GORTON 

Senator  Gorton.  Mr.  Chairman,  I  will  put  my  formal  opening 
statement  in  the  record  without  reading  it. 
[The  prepared  statement  of  Senator  Gorton  follows:] 

Prepared  Statement  of  Senator  Gorton 

Mr.  Chairman,  thank  you  for  calling  today's  hearing  on  telemarketing  fraud.  This 
is  an  important  issue  for  this  Subcommittee  and  American  consumers.  A  report  last 
year  by  the  House  Committee  on  Government  Operations  concluded  that 
telemarketing  fraud  may  cost  society  as  much  as  $40  billion  annually. 

The  magnitude  of  this  problem  is  underscored  by  the  results  of  a  survey  con- 
ducted last  year  by  the  National  Consumers  League.  It  found  that  92  percent  of  all 
Americans  had  been  contacted  about  a  "guaranteed"  prize,  and  29  percent  had  re- 
sponded to  such  offers  at  least  once.  Sixty-nine  percent  of  those  that  responded  to 
tnese  notices  received  no  prizes,  but  most  of  those  that  did  receive  one  found  them 
to  be  worth  far  less  than  tne  promised  value. 
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This  bill  addresses  the  problem  through  enhanced  law  enforcement.  The  legisla- 
tion provides  the  Federal  Trade  Commission  (FTC)  important  enforcement  tools  that 
are  essential  if  the  Commission  is  to  bring  scam  artists  to  justice.  For  example,  the 
bill  expands  the  Commission's  authority  to  collect  financial  evidence.  This  is  needed 
to  allow  the  Commission  to  "follow  the  money" — an  axiom  of  law  enforcement.  The 
legislation  also  modifies  the  Commission's  authority  to  initiate  criminal  contempt 
proceedings  against  those  that  repeatedly  violate  Commission  orders.  This  recog- 
nizes that  civil  remedies  are  not  adequate  to  deal  with  those  hard-core  scam  artists 
who  routinely  attempt  to  defraud  unwitting  consumers. 

The  bill  also  addresses  a  major  problem  for  state  law  enforcement  officials  who 
are  frustrated  by  their  inability  to  bring  to  justice  those  scam  artists  who  contact 
the  residents  of  their  state  from  another  jurisdiction.  It  empowers  state  attorneys 
general  to  enforce  the  bill's  telemarketing  rule  promulgated  by  the  FTC  to  prohibit 
telemarketing  fraud  even  if  the  perpetrator  is  in  another  state. 

Mr.  Chairman,  I  applaud  the  fine  work  you  and  Senator  McCain  have  done  dur- 
ing the  last  two  Congresses  to  advance  this  legislation.  I  am  pleased  to  join  you  in 
sponsoring  this  year's  bill,  and  it  is  my  hope  that  we  can  achieve  prompt  enactment 
01  this  important  legislation. 

Senator  GrORTON.  I  would  simply  echo  the  remarks  of  all  three 
of  you  who  are  here.  I  think  we  have  learned  that  what  we  are  pro- 
posing is  even  more  urgent  that  we  had  thought,  and  that  the  prob- 
lem is  broader  than  we  had  thought. 

My  staff  has  gone  to  the  regional  office  of  the  Federal  Trade 
Commission  and  asked  them  for  some  examples  of  telemarketing 
fraud.  It  seems  to  me  that  whatever  laws  we  pass,  a  large  part  of 
our  duty  in  this  connection  is  to  educate  the  public.  That  is  a  public 
education  which  never  ceases.  It  was  an  effort  in  which  both  you 
and  I  were  involved  when  we  were  State  attorneys  general. 

Senator  Bryan.  Yes. 

Senator  Gorton.  I  thought  I  might  just  take  a  couple  of  minutes 
and  put  into  the  record  here  some  of  the  kinds  of  scams  my  re- 
gional Federal  Trade  Commission  office  talked  about  as  patterns  of 
this  kind  of  activity. 

And  of  course  now  in  the  Pacific  Northwest,  as  has  been  the  case 
in  much  of  the  rest  of  the  country  for  an  extended  period  of  time, 
when  people  are  worried  about  their  jobs  or  have  lost  their  jobs 
there  are  employment  scams.  Again,  as  is  so  often  the  case,  they 
are  aimed  at  people  who  are  the  most  vulnerable  and  probably 
least  able  to  come  up  with  the  money. 

The  typical  one,  of  course,  is  that  there  is  this  great  job  in  a  nifty 
place  in  the  Bahamas  or  southern  California  or  the  like,  and  of 
course,  the  telemarketer  gets  the  social  security  number,  bank 
numbers,  and  so  on,  and  a  cashier's  check,  and  literally,  that  is  the 
end  of  it. 

Our  better  business  bureau  has — or  rather  the  West  Palm  Beach 
Better  Business  Bureau  has  more  than  2,000  complaints  on  this. 
Obviously,  for  every  complaint  there  are  several  people  who  are  too 
embarrassed  or  do  not  know  the  existence  of  the  better  business 
bureau,  so  it  is  an  enormous  problem. 

Office  products,  too.  The  caller  tells  the  purchasing  manager  he 
is  just  confirming  the  order  for  thus  and  such,  and  I  need  your 
credit  card  number,  and  the  credit  card  number  is  given.  Computer 
liquidators — the  quick  way  of  getting  a  cheap  computer  which  ends 
up  not  being  cheap  because  you  send  a  certified  check  and  nothing 
ever  comes  back. 

And  900  numbers,  where  much  of  the  money  can  simply  go 
through  the  900  number,  even  if  they  do  not  get  the  credit  card. 
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And  they  are  used  for  getting  credit  cards,  for  people  who  have 
credit  problems,  for  those  who  have  large  balances,  and  the  like, 
and  you  end  up  being  charged  a  tremendous  amount  of  money  for 
the  900  number.  Or,  if  you  are  particularly  gullible,  sending  ofF  a 
cashier's  check  there. 

And,  of  course,  the  sweepstakes.  I  cannot  imagine  that  there  is 
any  Senator,  any  member  of  the  staff,  anyone  here,  anyone  in  the 
audience,  who  has  not  been  deluged  with  the  sweepstakes  they 
have  won.  You  know,  you  are  always  a  winner.  Everybody  is  a  win- 
ner in  one  of  these  things,  even  when  you  do  not  know  that  you 
have  entered  it  at  all,  you  are  a  winner.  You  just  have  to  make  this 
nominal  payment,  and  if  you  are  really  lucky,  you  are  going  to  get 
a  Ford  Explorer,  a  Hawaii  vacation,  or  something  of  the  sort. 

But  it  always  ends  up  that  you  get  either  nothing,  or  something 
like  this  [indicating]. 

Senator  Bryan.  Senator,  if  you  would  yield  for  just  a  moment, 
when  the  FBI  was  in  the  office  the  other  day,  they  showed  me  one 
where  the  FBI,  the  Federal  Bureau  of  Investigation,  had  received 
this  notice. 

Senator  Gorton.  Dear  Mr.  FBI?  [Laughter.] 

Senator  Bryan.  On  one  of  those  computer  printouts.  So,  you  are 
right.  They  have  a  big  list.  [Laughter.] 

Senator  Gorton.  There  is  another  one,  and  I  am  not  sure  that 
we  are  going  to  be  able  to  address  them:  charitable  solicitations 
where  the  charity  is  either  nonexistent  or  gives  1  or  2  percent  of 
its  receipts  to  charity.  And  both  of  these  gentlemen  here — IVIr.  Cut- 
ler, I  think  you  just  answered  one  of  the  questions  as  to  how  this 
has  become  international  and  uses  less  paper,  just  as  we  on  this 
committee  have  to  deal  with  rapidly  expanding  technology  of  com- 
munications so  that  rapid  technology  can  be  used  by  smart  people 
in  a  fraudulent  fashion. 

So,  I  think  these  gentlemen  and  their  agencies  are  doing  a  won- 
derful job.  We  want  to  help  them  do  a  better  job.  But  I  suspect  that 
even  if  we  pass  this  bill  we  will  be  back  at  the  same  stand  again 
in  a  couple  of  years  to  deal  with  something  new  that  they  have  not 
heard  of  yet. 

But  the  best  defense  is  hanging  up  the  telephone  or  tossing  the 
card  in  the  round  file. 

Mr.  Verinder.  Right. 

Senator  Gorton.  Thank  you. 

Senator  Bryan.  Senator,  are  there  any  questions  that  you  may 
have? 

Senator  Gorton.  No  questions. 

Senator  Bryan.  Let  me  just  ask  Mr.  Cutler,  one  of  the  things 
that  Senators  Gorton,  McCain,  and  I  have  done  in  this  legislation, 
as  you  know,  has  provided  a  definition  of  credit  card  laundering. 
That  is  something  that  may  not  be  as  self-evident  as  the  kind  of 
scam  operation  that  has  been  talked  about  through  the  boiler 
rooms.  Why  do  you  not  embellish  on  that  for  a  moment,  if  you 
would,  Mr.  Cutler,  and  share  with  us  the  experience  of  FTC  with 
these  credit  card  laundering  operations? 

Mr.  Cutler.  As  I  said  earlier,  Mr.  Chairman,  getting  the  money 
from  the  consumer  to  the  operator  is  the  lifeblood  of  the  industry. 
And  in  the  investigations  that  we  have  done,  as  in  the  case  of  Jet 
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Set  and  Passport  that  I  mentioned  in  my  opening  statement,  what 
we  do  is  look  behind  each  one  to  see  how  the  money  gets  trans- 
ferred. Because  most  of  these  fly-by-nights,  as  you  correctly  de- 
scribe them,  cannot  go  to  one  of  the  major  credit  card  processors 
and  get  a  merchant  account.  What  they  have  to  do  is  to  find  some- 
body else  who  is  willing  to  launder  their  paper. 

Senator  Bryan.  This  could  be  somebody  that  has  an  agreement 
with  a  national  credit  card  company. 

Mr.  Cutler.  Absolutely.  So,  that  let  us  say  that  we  are  dealing — 
you  are  getting  a  call  from  the  ABC  Water  Purifier  Co.  in  Texas 
that  is  trying  to  sell  you  a  water  purifier,  emd  you  put  it  on  one 
of  the  major  credit  cards.  When  you  get  your  statement  the  next 
month  you  are  likely  to  see  the  XYZ  Buying  Club,  perhaps  in  Ari- 
zona or  Nevada  or  any  of  the  other  50  States.  And  what  has  hap- 
pened is  that  for  a  cut  that  might  be  5,  10,  20,  even  30  percent  of 
the  gross,  some  otherwise  legitimate  but  greedy  company  that  does 
have  a  credit  card  account  will  process  the  paper. 

It  is  a  tremendous  concern  to  MasterCard  and  Visa.  They  are 
very  active.  Credit  card  laundering  violates  their  merchant  account 
agreements.  And  yet  when  we  do  an  investigation  or  a  State  attor- 
ney general  does  an  investigation,  we  find,  for  instance,  that  with 
just  one  of  the  boiler  rooms  that  was  connected  with  Passport,  that 
their  credit  card  slips  were  being  processed  in  parts  of  the  country 
as  far  apart  as  St.  Louis;  Peshtigo,  WI;  Tulsa,  OK;  Los  Angeles; 
and  Hagerstown,  MD. 

The  case  that  we  brought  against  the  Citicorp  subsidiary  is  proof, 
as  are  cases  that  we  have  brought  against  the  so-called  factors  or 
factor  brokers,  that  even  after  you  have  made  the  sales  pitch,  you 
still  have  to  move  that  money.  And  I  think  it  is  one  of  the  exciting 
prospects  that  we  get  when  the  FBI  comes  on  the  scene  and  it  is 
something  that,  in  my  personal  view,  is  an  extremely  important 
part  of  this  proposed  legislation,  it  just  comes  out  and  flat  out  says 
that  credit  card  laundering  is  fraudulent  telemarketing.  It  is  just 
hard  to  imagine  why  somebody  would  take  a  boiler  room's  paper 
other  than  for  the  greed  of  taking  20  percent  off  the  top. 

Senator  Bryan.  Mr.  Cutler,  the  task  force  operations  that  have 
been  established  in  communities  across  the  country,  including  Las 
Vegas,  if  either  you  or  Mr.  Verinder  would  like  to  comment  upon 
those.  Are  they  continuing,  are  they  effective,  what  can  we  do  to 
strengthen  those? 

Mr.  Cutler.  They  are  continuing,  they  are  effective.  And  the  rea- 
son is  that,  as  I  hope  the  Jet  Set/Passport  example  shows  and  as 
I  am  sure  you  and  Senator  Gorton  remember  from  your  days  in  the 
attorney  general's  office,  you  get  little  bits  of  information. 

You  find  out  that  there  is  a  boiler  room  in  Nevada,  but  you  do 
not  know  where  they  are  processing  their  money,  you  do  not  know 
where  they  are  getting  their  supplies.  And  it  is  only  when  we  can 
work  with  your  successors  and  people  like  Joe  Curran  in  Maryland 
and  Bob  Butterworth  in  Florida,  that  we  can  put  together  the  in- 
formation that  shows  that  there  is  one  root  in  Florida  that  is  pro- 
viding a  turnkey  operation  for  75  boiler  rooms  around  the  country. 

This  is  a  question  of  the  FTC,  the  FBI,  State,  and  local  officials 
getting  bits  of  information  and  putting  it  together  to  show  a  pat- 
tern. And  Tammie  Smith,  who  nas  been  tremendously  helpful  to 
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the  FTC  in  three  very  recent  investigations,  I  am  sure  is  going  to 
be  able  to  tell  you  what  it  is  like  to  see  one  piece  of  the  puzzle  and 
also  appreciate  the  need  to  fit  it  into  the  larger  picture. 

Senator  Bryan.  Well,  that  is  a  nice  side  way  into  the  next  panel. 
Mr.  Cutler,  we  thank  you. 

Mr.  Verinder  and  your  colleagues  from  the  Bureau,  and  you  as 
well,  who  came  in  and  briefed  us  last  week.  I  would  think  that  Op- 
eration Disconnect,  in  addition  to  the  testimony  that  both  of  you 
shared  here  this  morning,  ought  to,  as  my  colleagues  have  ob- 
served, give  us  an  added  sense  of  urgency  to  enact  this  type  of  leg- 
islation. 

To  strengthen  the  authority  of  the  Federal  Trade  Commission;  to 
provide  additional  authority  to  State  attorneys  general;  to  provide 
some  changes  in  venue  options  which  will  make  it  easier  to  ferret 
out  the  interstate  nature  of  these  operations;  to  define  credit  card 
laundering  so  that  we  can  clearly  get  a  better  handle  on  that,  as 
Mr.  Cutler  has  suggested;  and  to  give  to  those  individuals  who 
have  been  victimized,  when  that  level  of  fraud  reaches  a  certain 
threshold,  the  right  themselves  to  individually  bring  a  cause  of  ac- 
tion. 

So,  in  effect,  we  have  a  criminal  prosecutorial  effort,  the  efforts 
of  the  Federal  Trade  Commission  working  the  civil  aspect  of  this, 
in  conjunction  with  State  attorneys  general,  the  local  consumer  af- 
fairs divisions,  and  ultimately  consumers  themselves.  I  think  we 
have  an  opportunity  to  make  some  significant  inroads  in  solving 
this  problem  and  I  congratulate  all  of  vou  for  your  efforts. 

Mr.  Verinder.  Thank  you  very  much,  Mr,  Chairman. 

Mr.  Cutler.  Thank  you. 

Senator  Bryan.  Our  next  panel  this  morning  will  consist  of  Ms. 
Tammie  Smith,  who  is  with  the  consumer  affairs  telemarketing  di- 
vision in  Las  Vegas,  NV;  Ms.  Dorothy  Collins,  from  Silver  Spring, 
MD;  and  Mr.  Dan  Burkhead,  from  Alexandria,  VA. 

Particularly,  I  would  like  to  note  the  presence  of  Tammie  Smith. 
She  and  I  had  occasion  in  Las  Vegas  to  visit  extensively  on  her  ac- 
tivities on  behalf  of  Nevada  consumers  and  others  who  have  been 
victimized  by  this  practice.  So,  we  are  most  pleased  to  have  you 
here. 

And,  Mr.  Burkhead,  to  share  your  own  insight  in  terms  of  having 
been  yourself  victimized  by  these  operators. 

And,  Ms.  Collins,  we  are  pleased  to  have  you  here  as  well. 

Tammie,  let  us  begin  with  you,  and  we  nave  your  testimony  for 
the  record  so  you  can  highlight  any  portions  of  it  that  you  care  to. 

STATEMENT  OF  TAMMIE  SMITH,  DIRECTOR,  CONSUMER  AF- 
FAIRS, TELEMARKETING  DIVISION,  STATE  OF  NEVADA,  LAS 
VEGAS,  NV 

Ms.  Smith.  Thank  you.  Senator.  Thank  you  for  inviting  me  to  ap- 
pear today.  I  appreciate  the  time  you  spent  in  my  office  earlier  in 
the  fall  and  I  appreciate  being  able  to  give  you  my  input. 

Senator  Bryan.  Can  I  get  you  to  pull  that  microphonejust  a  lit- 
tle closer  so  that  those  in  the  back  may  hear  the  benefit  of  your 
testimony. 

Ms.  Smith.  Thank  you.  Is  that — can  you  hear  me  now? 

Senator  Bryan.  That  is  fine.  That  is  much  better. 
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Ms.  Smith,  OK  I  guess  basically  the  things  that  I  want  to  touch 
on  today  are  the  victimization  of  the  senior  citizens  by  the 
telemarketing  industry  as  a  whole.  I  have  sat  and  listened  this 
morning  to  the  FBI  and  the  FTC  recite  Operation  Disconnect  and 
the  various  cases  that  they  have  worked  on. 

I  think  it  is  to  be  noted  that,  in  Nevada,  the  telemarketing  unit 
has  been  recognized  throughout  the  country  as  being  an  effective 
tool  and  resource  for  the  various  Federal  agencies,  also  local  and 
State  law  enforcement  agencies  throughout  the  United  States.  We 
participated  in  Operation  Disconnect  and  we  were  invited  by  the 
FBI  to  go  with  them  on  a  search  warrant.  The  Federal  Trade  Com- 
mission has  been  extremely  active  in  using  our  resources  and  our 
information,  and  we  have  participated  in  three  major  cases  that 
they  have  had  in  the  last  year.  So,  we  have  been  quite  fortunate 
in  garnering  a  reputation  of  being  an  effective  tool. 

The  things  that  I  want  to  talk  about  this  morning,  however,  are 
the  victims.  Basically,  two  victims  that  we  have  been  able  to  help, 
but  I  think  it  is  a  reflection  of  what  is  going  on  across  the  country. 

My  first  victim  was  a  Michigan  resident  who  is  a  widow,  retired, 
76  years  old.  She  lost  over  $30,000  to  telemarketing  perpetrators, 
did  not  know  where  to  turn.  We  finally  received  a  copy  of  a  memo 
and  I  began  making  the  phone  calls  with  her.  We  were  successfully 
able  to  return  $32,000  of  her  money  to  her. 

I  recently  received  a  letter  from  her  thanking  me  for  being  able 
to  do  that  for  her,  saying  she  was  going  to  now  be  able  to  travel 
with  her  church  group,  which  was  really  insignificant  as  far  as 
what  she  could  do  with  the  money,  but  that  she  could  actually  af- 
ford a  vehicle,  because  she  had  lost  her  automobile,  she  had  lost 
her  home,  she  was  in  a  two-bedroom  apartment,  and  she  had 
stacks  and  stacks  of  products  that  she  had  received  and  cheap 
gifts.  So,  she  was  quite  grateful  and  invited  me  for  a  cup  of  hot 
chocolate  if  I  ever  get  to  Michigan. 

.  My  second  victim  that  I  would  like  to  talk  about  is  an  Iowa  resi- 
dent who  is  79  years  old,  again  a  widow,  lost  $105,000  to 
telemarketing  companies  in  12  different  States  across  our  United 
States.  I  think  that  is  an  example  of  the  fact  that  it  is  not  only  in 
Nevada  that  telemarketing  companies  operate.  They  operate  any- 
where that  they  can,  as  long  as  they  have  access  to  a  telephone. 
We  were  successful  in  obtaining  for  her  refunds  of  $49,000,  which 
was  100  percent  of  the  money  that  she  lost  to  Nevada 
telemarketing-related  businesses. 

I  think  that  these  are  not  examples  of  senior  citizens  who,  on  one 
end  of  the  scale,  just  spend  and  spend  and  spend.  Typically,  receiv- 
ing complaints  from  consumers  in  Nevada  in  telemarketing  which 
is  the  only  area  that  we  deal  in  in  the  telemarketing  unit,  we  see 
that  the  senior  citizens'  average  losses  are  in  the  thousands  of  dol- 
lars. It  is  not  the  $599  loss  that  I  think  is  a  typical  telemarketing 
loss.  It  is  thousands. 

Just  the  other  day  I  got  a  booklet  like  this  put  together,  a  three- 
ring  binder  of  an  81-year-old  gentleman  who  has  lost  $106,000. 

Senator  Bryan.  $106,000. 

Ms.  Smith.  Yes,  sir.  And  I  have  provided  you  with  a  picture  of 
my  Iowa  victim  who  is  79.  Her  circumstances  became  so  dire  that 
she  was  not  able  to  purchase  groceries  just  to  get  from  one  week 
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to  the  next,  finally  having  to  turn  to  her  family  and  tell  them  that 
she  had  been  victimized.  She  has  now  lost  her  mobility  as  far  as 
her  independence,  as  far  as  being  able  to  monitor  her  own  ac- 
counts, as  far  as  being  able  to  use  her  credit  cards.  She  is  regulated 
now  by  her  son,  because  he  now  does  not  trust  her  to  make  her 
own  decisions. 

And  I  think  it  is  just  indicative  of  the  fact  that  senior  citizens 
will  not  come  forward  necessarilv  to  tell  everybody.  My  Michigan 
victim  did  not  even  tell  her  daugnter.  Unfortunatelv,  she  agreed  to 
be  on  48  Hours  so  I  guess  now  her  daughter  probably  knows. 

But  at  any  rate,  I  think  that  all  of  the  things  that  you  are  doing 
to  pass  this  legislation,  by  introducing  the  bill,  the  other  things 
that  I  have  seen  at  the  Federal  level,  can  only  help  in  our  cause 
to  eliminate  as  much  as  we  can  the  misrepresentation,  the  victim- 
ization of  not  just  senior  citizens,  although  they  are  certainly  the 
bigger  target,  but  also  the  population  in  general. 

Because  it  is  not  just  old  people  who  are  susceptible  or  who  are 
vulnerable.  I  see  all  walks  of  society,  physicians,  retired  FBI 
agents,  and  others  that  call  and  tell  me  "Gee,  Tammie,  they  prom- 
ised me,  they  told  me  I  would  win,  they  said  I  would  win  this,  and 
do  you  think  I  ought  to  call  them  back."  And  this  is  after  I  have 
gotten  their  money  back  from  one  other  time,  so  it  is  not  just  peo- 
ple who  do  not  know,  it  is  everybody. 

[The  prepared  statement  of  Ms.  Smith  follows:! 

Prepared  Statement  of  Tammie  Smith 

Gkx)d  Morning,  Mr.  Chairman  and  members  of  the  Subcommittee.  I  am  Tammie 
Smith,  chief  compUance  officer  for  telemarketing  regulation  in  the  Nevada 
Consumer  Affairs  Division.  I  am  pleased  to  be  here  today  to  tell  you  that  Nevada 
is  working  hard  to  protect  our  consumers  from  unscrupulous  telemarketers. 

But  I  am  sad  to  report  that  the  national  problem  is  greater  than  any  one  state 
can  begin  to  handle.  We  need  to  band  together,  bound  by  strong  federal  legislation 
which  Senator  Bryan  is  proposing.  This  would  establish  needed  federal  standards 
as  to  what  is  criminal  benavior  and  help  create  a  national  enforcement  network — 
rather  than  just  a  state-by-state  assessment  and  effort  that  may  only  succeed  in 
forcing  criminal  telemarketers  to  move  to  the  next  state  and  greener  pastures. 

I  would  like  to  spend  the  next  few  minutes  focusing  on  the  victims  of 
telemarketing  fraud:  they  would  be  the  beneficiaries  of  improved  legislation. 

Dlegally-operating  telemarketers  are  victimizing  the  most  vulnerable  Americans — 
their  prime  targets  are  senior  citizens.  On  average,  many  on  fixed  incomes  are  los- 
ing thousands  of  their  hard-earned  life  savings.  Many  feel  helpless  and  that's  what 
dishonest  telemarketers  count  on. 

From  our  experience,  only  one  victim  in  100  registers  a  complaint — and  that's 
more  protection  for  the  perpetrator.  Seniors  are  too  embarrassed  to  admit  having 
been  scammed — because  the  victims  fear  the  loss  of  more  than  their  money.  Seniors 
fear  a  loss  of  dignity,  independence  and  control  over  their  lives  if  relatives  discover 
their  gullibility  and  move  to  take  control  of  senior  decision-making  in  all  financial 
affairs. 

Seniors  are  also  most  susceptible  to  ruthless  telemarketing  high  pressure.  They 
are  prime  targets  because  they  are  usually  available  at  home  most  of  the  day  with 
time  on  their  hands,  feeling  lonely  because  relatives  call  only  infrequently.  The  tele- 
phone is  their  contact  with  other  people  and  salespersons  take  advantage  of  this 
link  and  appear  friendly.  Seniors  also  tend  to  be  more  polite  and  won't  just  hang 
up  rudely,  but  will  listen  to  the  caller's  message.  Seniors  also  grew  up  in  an  era 
when  a  handshake  was  as  good  as  your  word — if  you  are  promised  something,  you 
expect  to  get  what  was  promised.  Telemarketers  promise  the  moon,  but  rarely  de- 
liver. 

Not  only  does  the  telephone  make  it  easy  for  marketers  to  reach  out  and  touch 
senior  citizens,  but  tele-sellers  also  find  their  senior  targets  by  purchasing  lists  of 
names  from  list  vendors — selling  names  is  a  multi-million  dollar  business!  Often  vic- 
timized seniors  continue  to  be  called  by  a  gauntlet  of  telemarketers  who  buy  and 
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resell  their  names.  Salespeople  also  steal  names  of  consumers  from  other  businesses 
and  resell  them  as  potential  telemarketing  targets. 

Telemarketers  wnose  only  aim  is  to  defraud  their  customers  make  millions  by 
pursuing  senior  citizens.  The  typical  scam  is  to  promise  a  valuable  premium  as  an 
incentive  to  buy  their  valued  product.  But  the  consumer  usually  never  receives  any- 
thing of  value  or  anything  at  all — except  an  exorbitant  debt. 

Their  credit  cards  are  charged  for  amounts  larger  than  agreed.  Account  balances 
are  available  information  which  is  used  to  inflate  the  sales  price.  The  fraud  contin- 
ues when  the  telemarketer  also  uses  the  same  credit  card  information  to  ring  up 
another  sale,  this  time  to  a  consumer  who  didn't  order.  And  the  sales  commissions 
keep  ringing  up. 

Seniors  may  trustingly  give  the  encoded  number  on  their  checking  accounts.  Once 
that  number  and  the  social  security  number  of  the  consumer  is  known,  the  checking 
account  balance  can  be  ascertained  and  debits  can  continue  untU  the  funds  are  ex- 
hausted. 

Seniors  do  fight  back  on  their  own,  but  are  ill-equipped  to  right  the  wrong.  If  they 
try  to  cancel  the  order  and  return  the  product  sold  at  grossly  inflated  prices, 
telemarketers  won't  provide  refunds.  Instead,  consumers  are  oadgered  and  harassed 
into  giving  up.  If  charges  are  reversed  on  credit  cards,  the  telemarketers'  in-house 
collection  departments  send  consumer  collection  notices  and  threaten  legal  action. 
Rude  and  obnoxious  salespeople  make  numerous  harassing  follow-up  phone  calls. 
Added  unwanted  credit  card  charges  will  mysteriously  appear  along  with  product 
shipments — and  the  vicious  cycle  repeats  itself. 

Who  is  left  to  champion  the  cause  of  these  victims?  To  restore  their  lives,  dignity, 
self-esteem,  independence,  and  life's  savings.  Illegal  telemarketers  not  only  depend 
on  weak  victims — they  are  encouraged  by  weak  champions. 

Federal  agencies  will  handle  some  cases,  but  because  of  a  lack  of  resources  and 
other  priorities,  dollar  amount  losses  have  to  be  high  to  justify  the  time  and  man- 
power spent.  My  experience  is  that  cases  will  not  be  handled  at  the  federal  level 
unless  another  agency  brings  a  case  showing  the  dollar  amount  will  meet  the  cri- 
teria. 

State  and  local  agencies  often  do  not  share  information  and  usually  the  lack  of 
complaints  will  not  constitute  the  need  for  a  full-blown  investigation.  The  confusion 
mounts  if  the  consumer  was  contacted  by  an  out-of-state  telemarketer:  the  case  usu- 
ally is  referred  to  the  state  from  which  the  contact  came,  and  the  circle  starts  again. 
That  state  may  not  have  the  laws,  resources  and  manpower  to  follow  through  or 
not  pursue  the  complaint  since  it's  from  a  non-resident  or  not  enough  complaints 
come  forward. 

Again,  because  of  resources,  priorities  and  policies,  companies  such  as  private  in- 
surance carriers,  merchant  banJks,  credit  card  issuers  and  telephone  comoanies,  are 
hesitant  to  cooperate  in  an  investigation  or  take  the  complaints  and  conduct  the  in- 
vestigation themselves. 

In  the  end,  scammed  consumers  don't  know  who  to  contact  or  where  to  go  for 
help.  They  are  lost  in  a  shuffle  of  priorities  and  limiting  boundary  lines  that  prevent 
effective  regulation  and  enforcement. 

Major  progress  could  be  made  if  this  type  of  consumer  fraud  were  attacked  by  fed- 
eral legislation.  This  would  lead  to  more  cooperative  efforts  among  local,  state  and 
federal  agencies  to  share  information  and  resources,  seize  illegal  telemarketer  assets 
and  assess  penalties,  and  make  restitution  to  consumers. 

The  results  are  well  worth  the  efforts,  as  shown  on  a  recent  CBS  News  "48  fours" 
television  documentary.  We  in  Nevada  helped  recover  more  than  $30,000  for  an  el- 
derly east  coast  victim.  In  part  this  was  due  to  the  excellent  working  relationships 
we  have  built  over  the  last  three  years  with  local  law  enforcement  and  state  agen- 
cies, but  also  with  federal  agencies  in  Nevada  and  other  states.  We  deal  with  the 
U.S.  Postal  Service,  FBI  and  Secret  Service,  the  U.S.  Attorney's  Office  in  Nevada 
and  the  FTC  in  Washington,  DC,  and  several  other  areas. 

Federal  legislation  should  not  only  bring  together  these  elements,  but  also  the  in- 
surance, baiJiing,  credit  card  and  telephone  industries  to  become  part  of  the  solu- 
tion, not  the  problem.  Not  only  should  each  become  involved  in  regulation  and  in- 
vestigation, but  in  consumer  education  as  well  to  help  prevent  this  consumer  victim- 
ization and  fraud. 

Thank  you. 

Senator  Bryan.  Well,  you  know,  one  of  the  things— that  Harris 
Poll  that  we  talked  about  a  little  earlier  where  people  find  it  al- 
most irresistible.  I  mean  there  is  some  type  of  chemistry  that  must 
exist  between  the  telemarketer  and  his  or  her  victim  on  the  tele- 


33 

phone  that  just  makes  it  very  difficult,  even  when  they  have  had 
a  prior  experience  as  you  point  out,  to  hang  up. 

Ms.  Smith.  I  think  that  it  is  great  salesmanship,  and  really  I 
have  seen  just  incredible  salesmanship  in  this  particular  job  tnat 
I  have  now.  They  become  the  very  best  friend  of  the  person  on  the 
other  end  of  the  phone.  The  elderly,  of  course,  the  seniors  are 
home,  they  are  susceptible,  a  lot  of  times  they  are  lonely. 

We  talked  about  public  education  a  bit  when  you  were  in  my  of- 
fice and  I  certainly  commend  you  for  your  thoughts  there.  I  think 
that  that  is  an  absolute  must,  as  was  mentioned  here  earlier  also. 
However,  I  think  public  education  has  to  get  to  the  public.  Unfortu- 
nately, you  cannot  program  the  public  to  want  to  be  educated.  I 
think  that  that  has  to  be  just  a  continuing  thing  and  our  efforts 
in  the  national  media  have  been  directed  toward  the  public  edu- 
cation aspect. 

But  I  think  as  far  as  reaching  all  the  people,  I  brought  a  book 
today  that  has  a  breakdown,  literally,  of  anybody  and  everybody 
you  would  ever  want  to  sell  to.  And  in  it,  I  think  it  is  kind  of  inter- 
esting to  note,  under  senior  citizens  they  have  a  section  for  923,000 
names  of  high-income  prime  timers.  Or  if  you  just  want  everyday 
names,  you  can  get  14  million  senior  citizens'  names  by  subscribing 
to  this  service. 

Senator  Bryan.  Now,  let  me  be  clear,  the  923,000,  that  is  a  tar- 
geted list,  am  I  correct  on  that,  Tammie? 

Ms.  Smith.  Exactly. 

Senator  Bryan.  These  would  be  upper  income  seniors,  presum- 
ably, that  have  been  identified  in  some  fashion. 

Ms.  Smith.  They  would  be  upper  income  seniors.  Prime  timers 
would  be  you  are  able  to  reach  them  at  the  prime  time  of  selling, 
usually  7  o'clock  in  the  morning  to  7  o'clock  at  night  and  that  sort 
of  thing.  Or  you  can  get  it  by  organizations.  You  can  get  lists  of 
people  who  belong  to  senior  organizations.  They  have  7,123  senior 
organizations  that  they  can  send  you  the  lists  for. 

So,  I  think  that  you  can  see  by  that — and  this  just  goes  on,  be- 
cause there  are  students,  there  are  teachers,  there  are  iust  all 
kinds  of  things  in  this  book,  and  this  is  just  a  typical,  I  think,  book. 
And  you  can  ask  for  those  lists  so  you  can  have  that  broad  base 
to  draw  from  on  the  consumer. 

So,  if  you  are  looking  at  public  education,  for  instance,  a 
telemarketing  company  or  a  direct  mail  company  or  something  like 
that  can  send  out  14  million  mailers,  but  you  may  not  necessarily 
be  able  to  get  into  14  million  homes.  So,  I  think  the  public  edu- 
cation aspect  of  this  is  really  broad  and  very  difficult. 

And  so  I  also  welcome  too,  the  efforts  the  Federal  Trade  Commis- 
sion, the  FBI,  and  the  other  people  that  we  have  been  fortunate  to 
work  with  in  Nevada  because  of  our  reputation.  And  I  think  you 
can  see  if  you  just  take  one  small  aspect  of  telemarketing,  it  is  a 
broad,  broad  base.  And  it  requires  information  to  go  across  State 
lines,  it  requires  the  Federal  participation,  because  we  cannot  do 
it  all  by  ourselves  at  the  local  level. 

Senator  Bryan.  Well,  thank  you  very  much  for  you  testimony.  I 
am  going  to  have  some  questions  for  you  after  I  chat  with  the  otner 
two  witnesses.  And  very  very  impressive,  Tammie.  I  mean  as  a  Ne- 
vadan,  we  are  very  proud  of*^what  you  are  doing  and  delighted  that 
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you  could  come  here  this  morning  and  provide  this  information  for 
our  hearing  record. 

Ms.  Collins,  if  we  can  get  you  to  pull  that  microphone  just  a  little 
closer.  You  are  one  who  has  felt  the  bite  of  telemarketing  and  why 
do  you  not  just  in  your  own  words  tell  us  what  happened  to  you, 
how  you  became  a  victim. 

STATEMENT  OF  DOROTHY  W.  COLLINS,  SILVER  SPRING,  MD 

Ms.  Collins.  Very  well.  Thank  you,  and  I  first  want  to  say  thank 
you  for  inviting  me.  I  really  am  a  bit  chagrined  to  think  that  I  am 
here  again  before  an  audience  of  people  telling  them  of  my  experi- 
ence unknowingly,  the  situation  I  was  going  to  be  faced  with  and 
was  faced  with. 

I  too  am  a  senior  citizen  now,  and  I  was  eagerly  looking  forward 
to  that,  but  now  I  am  very  sorry  to  be  one  because  I  cannot  go  back 
now.  But  the  point  of  it  is  I  too  have  lost  everyone  and  therefore 
when  you  have  no  one  to  go  back  to  and  to  ask  a  question  of  or 
to  get  their  opinion,  you  are  totally  lost. 

Senator  Bryan.  What  you  are  saying,  Ms.  ColHns,  you  are  kind 
of  alone.  Your  family  is  no  longer. 

Ms.  Collins.  My  entire  family.  I  do  not  like  to  say  that  because 
you  have  to  be  so  careful  who  you  say  that  to.  But,  yes.  And  I  have 
no  children.  My  husband  is  deceased,  my  parents  are  deceased,  my 
sisters  and  brothers,  everybody. 

But  the  point  of  it  is — and  I  am  not  looking  for  sympathy — the 
point  of  it  is  I  too  need  understanding  and  I  too  have  had  such  a 
sheltered  life.  And  I  guess  my  parents  were  doing  the  best  that 
they  thought  that  they  could  do  for  me  and  would  be  doing  for  me, 
and  protected  me  so  that  I  did  not  even,  you  know,  think  anything 
was  going  to  happen  to  me  because  I  was  so  nice  and  thought  ev- 
erybody was  the  same  way. 

I  have  been  caught  in  every  phase  of  fraud  that  you  could  name. 
Whether  it  was  a  post  card,  a  form,  a  letter,  or  in  person,  certainly, 
to  say  nothing  about  telephone.  And  I  even  have  a  piece  of  cor- 
respondence, I  am  still  getting  it,  from  Australia,  and  I  have  not 
even  been  to  Australia  Avenue,  much  less  the  country,  if  there  is 
one.  [Laughter.] 

Senator  Bryan.  Why  do  you  not  share  with  us — my  understand- 
ing is  over  the  past  20  years  you  have  lost  about  $20,000. 

Ms.  Collins.  If  not  more.  That  is  a  rough  guess.  I  have  been 
taken,  you  know,  for  buying  property  which  I  nave  never  gotten. 
And  I  had — the  most  recent  experience,  it  is  3  years  ago,  prior  to 
moving  where  I  am  living  now,  where  I  thought  I  was  helping  my- 
self by  going  into  buying  a  condo.  And  I  went  there  and  picked  it 
out  and  did  not  have  any  hassle  about  anything.  They  even  took 
me  to  the  lending  institution.  I  gave  them  every  dime  that  they 
asked  me  to  have  ready  for  them.  I  never  got  the  condo. 

But  I  was  sitting  there  among  packed  boxes  that  friends  of  mine 
had  to  do  for  me  because  I  could  not  do  it  all  alone.  I  never  got 
the  apartment,  never  got  the  condo,  but  I  had  to  move  because,  in 
following  instructions,  I  had  to  let  my  present  resident  manager 
know  that  I  was  planning  to  vacate  the  premises. 

Senator  Bryan.  Now,  the  condo  situation  that  you  describe,  was 
that  a  solicitation  that  came  to  you  by  phone  or  direct  mail? 
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Ms.  Collets.  It  came  to  me  by  person,  the  realtor  came  to  my 
home  and  told  me  about  this.  And  it  was  when  the  program  was 
opening  up  to  people — for  first  buyers,  and  that  was  just  down  my 
alley  because  my  husband  had  been  sick  so  long  that  every  time 
you  thought  you  had  some  extra  money,  you  did  not  have  it  be- 
cause illness  takes  it. 

So,  I  grasped  at  the  chance  and  then  I  had  retired.  And  I  imme- 
diately went  back  to  work,  not  on  the  job  that  I  had  just  retired 
from,  but  I  went  to  another  job.  And  I  had  that  exactly  3  months 
before  they  realized  that  I  was  a  Negro.  I  do  not  know  why  that 
was  such  a  problem,  but  the  point  of  it  is  I  no  longer  had  the  job. 
And  it  has  just  been  something,  and  I  do  not  look  for  anybody's 
sympathy  and  I  do  not  like  things  put  on  a  black  or  white  basis. 

But  I  believe  in  fairness  to  whatever  degree  it  is  or  should  be 
taken,  and  for  someone  to  beat  you  out  of  your  money — he  had  put 
my  money,  he  referring  to  the  realtor,  had  put  the  money  that  I 
had  given  him  in  his  bank  account.  I  took  it  out  of  mine,  therefore 
losing  my  interest,  and  he  put  it  in  his.  I  did  not  know  it  then, 
however,  but  I  sat  there  so  long  and  waited  to  be  told  when  I  could 
actually  move,  and  never  did  it. 

Senator  Bryan.  Ms.  Collins,  let  me  ask  you — ^you  have  mentioned 
in  your  letter  to  us  that  you  have,  over  the  years,  purchased  maga- 
zines, vitamin  pills,  jewelry,  and  a  whole  host  of  things  as  a  con- 
sequence. Is  there  one  of  those  that  stands  out  in  your  mind,  in  ad- 
dition to  the  condo,  that  maybe  you  could  just  give  us  an  example 
of  how  you  were  contacted  by  telephone  or  direct  mail  on  one  of 
those  pre^dous  frauds? 

Ms.  Collins.  I  would  be  glad  to,  sure.  I  had  the  experience  the 
morning  that  I  had  gone  to  AARP  to  have  my  income  teix  worked 
out  for  me,  because  I  had  to  watch  my  funds.  And  upon  leaving 
there  and  I  went  over  to  a  store  in  the  area,  on  Branch  Avenue  and 
Allentown  Road,  i  was  in  the  store  and  I  was  approached  by  this 
lady.  Now,  I  was  by  myself  and  she  was  by  herself,  and  I  do  a  lot 
of  talking  to  myself  but  not  openly. 

However,  I  heard  this  lady  say  "Oh,  this  would  go  so  nice  with 
what  you  had  on,"  and  I  looked  to  see  who  she  was  talking  to,  be- 
cause there  was  no  one  there  at  that  particular  area  that  I  was  in 
but  she  and  I,  but  we  were  not  close.  So,  I  looked  and  she  was  by 
herself  and  so  was  I.  And  so  she  says  "I  am  talking  to  you."  And 
I  said,  "Oh."  Well,  you  know,  I  had  dressed  before  I  had  left  home, 
so  whatever  I  have  on  already  is  coordinated,  so  she  was  not  going 
to  sell  me  anything. 

Anyway,  here  comes  a  man.  He  went  to  her,  he  did  not  come  to 
me.  And  he  approached  me  and  they  said  yes,  yes,  and  she  took 
the  package  and  he  left.  And  then  she  says  "Oh  my  goodness,  look 
at  this."  /Gid  of  course  being  excited,  I  peered  over  but  I  could  not 
see  anything.  So,  then  she  says  "I  am  talking  to  you."  She  says  it 
is  a  lot  of  money.  I  said  to  her  "Why  don't  you  call  the  gentleman 
back?" 

So,  she  did.  And  he  looked  at  her  and  he  looked  at  me,  and  he 
knew  himself,  and  he  says,  "Oh  well,  we  are  all  the  same.  Suppose 
I  divide  it — I  would  like  to  divide  it  with  you  all."  And  I  said  "Look, 
sir,  nobody  has  ever  given  me  anything.  I  hardly  get  what  I  have 
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worked  for.  Therefore  I  am  not  looking  for  anything  for  nothing,  so 
it  does  not  refer  to  me." 

So,  he  said,  "Oh,  yes,  I  work  for  Guggenheimers,"  so  he  went 
there.  To  make  a  long  story  short,  he  proceeded  to  tell  me  that  his 
boss  had  a  machine  that  he  could  run  money  through  to  indicate 
whether  or  not  it  was  legit.  Now,  I  worked  for  the  Department  of 
State  and  I  worked  with  money,  but  we  didn't  have  that.  I  had  to 
count  it  myself. 

So,  anyway,  I  thought  well  maybe  we  are  not  up  on  everything 
and  maybe  it  is  true  what  this  man  is  saying.  So,  he  said  let  us 
go  count  it.  So,  I  picked  up  my  package,  the  lady  picked  it  up,  she 
got  herself  together,  and  the  three  of  us  walked  out  of  the  store. 
And  I  said  "Well,  just  a  moment,  let  me  put  my  package  in  the 
car. 

And  when  I  opened  my  car  to  put  the  package  in,  he  slid  right 
behind  me  and  sat  in  the  back  seat.  The  lady  walked  around  to  the 
passenger  side  of  the  front  of  my  car  and  there  was  nothing  for  me 
to  do  but  to  open  the  door  for  her.  And  I  said  where  are  they  going. 
And  rather  than  driving  they  said  let  us  sit  right  here.  Then  they 
said  to  me  we  cannot  count  this  money  in  front  of  the  store.  And 
I  said,  "Well,  you  did  not  steal  it,"  and  then  I  had  to  be  careful  and 
I  had  to  kind  of  laugh  with  it,  because  I  did  not  want  them  to  think 
I  was  accusing  him. 

I  said  I  see  no  point  in  your  being  so  secretive  about  everything. 
However,  he  told  me  I  did  not  have  to  go  off  the  premises,  I  could 
just  go  drive  up  to  another  spot  and  park.  We  did.  He  asked  me 
about  how  much  money  I  had  on  me  and  I  told  him  I  did  not  have 
very  much.  And  he  asked  the  lady  how  much  did  she  have.  She 
said  she  had  $700  and  some  odd  dollars  that  her  lawyer  had  given 
her  because  she  had  gotten  a  divorce.  And  I  thought  well,  my  lord, 
I  had  thought  to  myself  I  had  to  lose  my  husband  and  nobody  did 
not  give  me  any  $700. 

But  anyway,  he  said  to  me  well  you  certainly  have  a  lot  of  rings 
on,  you  have  beautiful  jewelry.  How  about  just  letting  me  show  it 
to  my  boss  so  he  can  see  that  you  are  a  lady  of  worth.  I  said  since 
when  could  anybody  look  at  a  piece  of  jewelry  and  tell  them  or  tell 
anyone  that  they  are  a  person  of  worth.  So,  anyway,  I  would  not 
take  it  off.  And  I  said  to  him,  I  am  sorry,  but  I  do  not  take  this 
off  for  anybody.  And  I  thought  I  do  not  know  to  whom  I  really  am 
speaking. 

Senator  Bryan.  How  does  this  all  wind  up,  Ms.  Collins? 

Ms.  Collins.  Well,  he  got  my  jewelry  and  he  got  what  little 
money  I  did  have.  Then  he  took  me  to — well,  he  asked  me  if  I  be- 
longed to  a  bank  and  I  said  yes,  I  did.  And  he  asked  me  to  go  by 
the  bank.  Well  my  bank  knows  my  background  or  knew  mv  Back- 
ground. They  saw  me  and  they  wondered  what — I  later  learned 
that  they  wondered  why  I  was  there,  when  I  knew  the  thing  had 
closed  at  2  o'clock. 

Senator  Bryan.  And  how  much  did  you  ultimately  lose  on  that? 

Ms.  Collins.  Oh,  that,  it  was  not  much.  I  had  $21  in  my  purse 
and,  of  course,  some  of  my  rings.  I  had  rings  on  all  of  my  fingers 
and  those  that  I  did  not  have,  I  had  two  or  three  on  one  finger, 
you  know.  Some  were  good  and  some  were  good  costume  jewelry. 
But  I  gave  him — of  course,  I  did  not  give  him  my  wedding  set.  But 
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when  I  gave  it  to  him,  the  lady  worked  on  my  emotions.  She  said 
look,  Mister  whatever  his  name  was — but  it  was  not  his  name.  She 
said  here,  take  my  rings,  so  she  took  hers  off.  And  I  said  oh,  that 
lady  does  not  have  to  do  that. 

So  then  I  said  look,  do  not  do  that,  here,  and  I  took  some  of  my 
rings  off  and  gave  it  to  him.  He  said  I  will  give  it  right  back  to  you 
as  soon  as  I  see  my  boss.  Well,  I  never  saw  him  anymore.  So,  that 
is  how  that  ended,  and  the  police  came  and  they  showed  me  all 
kinds  of — what  do  you  call  those  things,  shots,  and  they  never  look 
like  you  saw  them.  I  was  never  able  to  recognize  him  nor  her,  but 
the  police  told  me  that  they  were  probably  boyfriend  and  girlfriend 
or  husband  and  wife,  because  people  do  this  and  they  worked  to- 
gether. 

Senator  Bryan.  Mrs.  Collins,  we  thank  you  very  much  for  shar- 
ing that  incident  with  us  and  your  other  testimony.  Let  us  hear 
from  Mr.  Burkhead  and  then  we  can  get  into  some  questions. 

Mr.  Burkhead,  you  have  a  little  different  experience.  You  are  not 
a  senior  citizen,  you  are  not  in  one  of  those  groups  that  appear  to 
have  been  targeted,  but  yet  you  had  quite  an  unhappy  experience. 
Why  do  you  not  share  with  us  your  experience. 

STATEMENT  OF  DAN  L.  BURKHEAD,  ALEXANDRIA,  VA 

Mr.  Burkhead.  Thank  you.  Good  morning,  Mr.  Chairman. 

Senator  Bryan.  Could  you  pull  that  microphone  just  a  little  clos- 
er. 

Mr.  Burkhead.  Sure,  is  that  better? 

Senator  Bryan.  Yes. 

Mr.  Burkhead.  Before  I  describe  the  investments  that  I  have 
made,  I  want  to  emphasize  the  fact  that  the  money  I  have  invested 
I  earned  myself.  I  have  not  inherited  any  money,  I  have  not  won 
any  money,  I  earned  it.  It  represented  most  of  my  life  savings. 

Over  a  period  of  21  months  in  1987  through  1989  I  invested  over 
$100,000  with  three  Austin-based  oil  exploration  companies, 
Investex  Petroleum,  Coastal  Energy,  and  Apex  Resources.  For  that 
investment  I  eventually  received  three  checks  totalling  less  than 
$500. 

The  events  that  took  place  and  the  number  of  individuals  and 
companies  involved  makes  this  much  too  complicated  to  get  into 
any  depth  in  the  time  I  have  today.  Let  me  say  that  there  was  a 
relationship  between  all  individuals  and  all  companies  involved. 

The  first  time  I  spoke  with  Doug  Ashworth  was  in  1985.  He 
called  me  at  home.  I  had  never  spoken  with  him  before.  At  that 
time  he  tried  to  persuade  me  to  invest  in  an  oil  well  yet  to  be 
drilled.  After  several  phone  conversations  I  declined. 

A  couple  of  years  later  in  the  summer  of  1987  he  called  me  again 
at  home,  unsolicited,  from  Investex  Petroleum  in  Austin,  TX.  He 
wanted  to  discuss  another  opportunity  to  invest  in  oil  exploration. 
I  had  no  background  in  oil  investments  and  told  him  so.  He  said 
that  he  knew  I  was  a  cautious  investor,  so  he  had  waited  to  call 
me  until  Investex  Petroleum  had  selected  a  well  that  had  excellent 
potential  and  would  minimize  my  risk. 

Mr.  Ashworth  was  not  a  pushy  salesman.  He  was  friendly,  low 
key,  and  patient  in  answering  my  questions.  He  asked  me  about 
my  job,  my  family,  and  my  hobbies.  He  stressed  that  his  company 
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was  complying  with  Texas  regulations.  He  told  me  that  he  was  a 
supervisor  of  other  salesmen  and  periodically  monitored  their 
phone  calls  to  make  sure  that  they  were  not  making  promises  that 
they  should  not  be. 

The  investment  which  he  described  was  not  presented  as  a  get- 
rich-quick  scheme.  It  was,  however,  presented  as  an  opportunity  to 
get  a  return  on  my  investment  better  than  anything  I  was  receiv- 
ing at  the  time.  The  brief  prospectus  he  sent  me  laid  out  a  table 
showing  the  return  I  might  expect,  giving  varying  rates  of  produc- 
tion from  the  well. 

I  tried  to  check  out  Investex  Petroleum  but  did  not  find  out 
much.  I  checked  with  the  better  business  bureau  and  the  chamber 
of  commerce  in  Austin.  They  had  no  record  of  complaints.  Mr. 
Ashworth  sent  me  a  copy  of  a  published  article  about  a  well  pre- 
viously drilled  by  Investex  Petroleum.  I  tracked  down  the  author 
of  the  article,  Monte  Meers,  a  petroleum  geologist  working  for  Tex- 
Ann  Oil,  the  company  which  actually  drilled  the  well.  He  had  noth- 
ing but  praise  for  Investex  Petroleum. 

Eventually  I  went  ahead  and  I  invested  with  them.  About  3 
months  later  I  got  a  call  from  Mr.  Ashworth  saying  that  the  well 
had  come  in,  "almost  a  gusher."  He  was  making  great  predictions 
for  production  from  the  well,  up  to  100  barrels  a  day.  He  told  me 
that  I  should  recover  my  full  investment  within  a  few  months. 

Within  that  same  phone  conversation  he  described  to  me  a  five- 
well  package.  He  explained  that  three  individuals,  Roger  Slayton, 
the  president  of  Investex  Petroleum;  Randal  Snider,  an  employee 
of  Investex  Petroleum;  and  Brian  Bonnema  were  forming  a  com- 
pany called  Coastal  Energy  Inc.  In  order  to  raise  money  to  pur- 
chase oil  leases,  Coastal  Energy  was  offering  a  five-well  package. 

This  was  presented  to  me  as  a  low-risk  way  to  invest  in  oil  pro- 
duction. The  investor  would  be  assigned  an  interest  in  five  commer- 
cially productive  wells  to  be  drilled  in  the  future.  Mr.  Ashworth  in- 
formed me  that  upon  drilling  of  a  well  an  analysis  would  take 
place.  Based  upon  the  results  of  that  analysis,  only  wells  that 
would  be  commercially  productive  would  be  completed. 

Per  Mr.  Ashworth's  instructions,  I  wired  $62,500  jointly  to 
Investex  Petroleum,  Coastal  Energy,  and  a  company  called  Third 
Coast  Securities,  a  new  company  formed  by  Mr.  Bonnema,  at  the 
Texas  Commerce  Bank  the  next  day.  I  received  the  letter  agree- 
ment 2  days  later,  signed  it,  and  returned  it.  The  agreement  did 
not  exactly  agree  with  what  I  had  been  told  by  Mr.  Ashworth.  The 
agreement  that  I  signed  did  not  specifically  state  that  the  com- 
pleted wells  to  be  assigned  to  investors  had  to  produce  anything. 

Mr.  Ashworth  was  fired  about  3  months  later.  The  reasons  vary 
depend  on  who  you  talk  to.  Mr.  Bonnema  told  me  that  Mr. 
Ashworth  had  been  caught  trying  to  sell  his  own  wells  using 
Investex  facilities.  Mr.  Slayton  told  me  Mr.  Ashworth  had  been, 
"caught  in  a  lie."  Mr.  Ashworth  called  me  a  few  days  later  himself. 
He  said  that  he  had  been  offered  the  position  of  vice  president  of 
the  company,  but  had  declined  because  he  decided  to  join  a  new 
company  that  offered  better  wells.  He  said  he  would  call  me  about 
every  3  weeks  to  keep  me  informed  about  these  new  investment  op- 
portunities. I  never  heard  from  him  again. 
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I  was  then  dealing  with  Brian  Bonnema.  Less  than  a  month  later 
he  was  gone.  The  reasons  he  left  were  never  clearly  explained.  It 
was  only  recently  that  I  learned  from  my  attorney  that  Mr. 
Bonnema  had  actually  been  the  president  of  the  company.  Eventu- 
ally he  formed  a  new  company  with  another  Coastal  Energy  em- 
ployee. 

Then  I  was  assigned  to  James  Egloff.  A  few  months  later  he  left 
Coastal  Energy  and,  with  another  Coastal  Energy  employee, 
formed  Apex  Resources,  which  I  have  since  been  told  nad  been  set 
up  by  Investex  Petroleum  president  Roger  Slayton.  I  eventually  in- 
vested in  two  more  wells  through  Apex  Resources,  both  of  which 
proved  unproductive. 

Even  though  separate  companies  were  established,  these  individ- 
uals kept  in  contact  and  worked  together  on  various  projects.  Even 
though  James  Egloff  was  no  longer  an  employee  of  Coastal  Energy, 
he  continued  to  handle  my  Coastal  Energy  investment.  Apex  Re- 
sources also  sold  wells  for  Coastal  Energy. 

When  the  drilling  did  not  take  place  when  they  said  it  would  or 
the  number  of  wells  that  were  supposed  to  be  drilled  within  a  cer- 
tain time  period  did  not  materialize,  these  individuals  always  had 
an  answer.  And  when  a  well  did  not  produce,  they  always  had  a 
good  reason.  They  would  also  explain  why  the  next  well  yet  to  be 
drilled  would  always  be  an  excellent  one.  They  had  some  incentives 
to  keep  the  investors  involved.  On  two  occasions  when  a  well 
proved  unproductive  they  gave  the  investors  an  interest  in  a  future 
well  at  no  charge. 

As  I  was  making  additional  investments,  it  was  not  clear  yet  that 
my  earlier  investments  were  going  to  go  bust.  It  was  not  until  the 
summer  of  1989  that  I  finally  came  to  the  realization  that  none  of 
the  wells  were  going  to  amount  to  anything.  In  the  five-well  pack- 
age, three  unproductive  wells  had  been  assigned  to  investors.  Three 
other  wells  I  had  interest  in  were  also,  for  all  practical  purposes, 
dry  holes.  Because  of  my  protests,  the  two  remaining  wells  in  the 
five-  well  agreement  were  never  assigned  to  me.  I  have  learned 
that  other  investors  were  assigned  two  additional  unproductive 
wells  to  complete  their  five-well  packages. 

To  the  best  of  my  knowledge,  during  the  time  I  was  involved 
with  these  companies  at  least  10  wells  were  drilled.  None  were  pro- 
ductive. In  fact,  although  the  original  company,  Investex  Petro- 
leum, claimed  an  excellent  record,  I  have  only  found  evidence  that 
they  might  have  had  one  producing  well  in  the  life  of  the  company. 
It  was  only  much  later  through  a  Freedom  of  Information  Act  re- 
quest from  the  SEC  made  by  my  attorney,  that  it  was  determined 
that  the  president  of  Investex  Petroleum  and/or  his  company  had 
received  cease-and-desist  orders  in  several  States. 

When  correspondence  and  telephone  conversations  with  Mr. 
Snider  and  Mr.  Slayton  proved  unsatisfactory,  I  sought  a  private 
attorney  in  Austin.  In  addition,  I  have  filed  complaints  with  the  Se- 
curities and  Exchange  Commission,  the  Texas  State  Securities 
Board,  and  the  Virginia  State  Corporation  Commission, 

The  Texas  State  Security  Board  filed  a  cease-and-desist  order 
against  Apex  Resources.  That  included  a  3-day  suspension.  My 
complaints  filed  with  the  Virginia  State  Corporation  Commission 
are  still  under  investigation.  A  trial  date  for  my  lawsuit  against  the 
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three  Austin-based  companies  and  the  principals  involved  is  set  for 
later  this  year. 

Although  I  suspect  the  chances  of  regaining  my  investment  are 
minimal,  perhaps  my  experience  may  be  a  lesson  to  others.  Thank 
you. 

[The  prepared  statement  of  Mr.  Burkhead  follows:! 

Prepared  Statement  of  Dan  L.  Burkhead 

Good  morning.  My  name  is  Dan  Burkhead.  I  live  in  Fairfax  County,  VA.for  the 
past  20  years  I  have  worked  for  the  U.S.  Government.  Currently  I  am  employed  as 
a  computer  systems  analyst  in  the  Department  of  Commerce,  Bureau  of  Census. 

Before  I  describe  the  investments  tnat  I  have  made  I  want  to  emphasize  the  fact 
that  the  money  I  have  invested  I  earned  myself.  I  have  not  inherited  any  money; 
I  have  not  won  any  money;  I  earned  it. 

Over  a  period  of  21  months,  I  invested  over  $100,000  with  three  Austin-based,  oil 
exploration  companies:  Investex  Petroleum,  Inc.,  Coastal  Energy,  Inc.,  and  Apex  Re- 
sources, Inc.  For  that  investment  I  eventually  received  three  checks  totalling  less 
than  $500. 

I  think  the  first  time  I  spoke  with  Douglas  Ashworth  was  in  1985.  He  called  me 
at  home.  I  had  never  spoken  with  him  before.  At  that  time  he  tried  to  persuade  me 
to  invest  in  an  oil  well  to  be  drilled.  After  several  phone  conversations,  I  declined. 

During  the  summer  of  1987  Douglas  Ashworth  called  me  at  my  home  again,  unso- 
licited, from  Investex  Petroleum  in  Austin,  TX.  He  wanted  to  discuss  another  oppor- 
tunity to  invest  in  oil  exploration.  I  had  no  background  in  oil  investments  ana  told 
him  so.  He  said  that  he  knew  that  I  was  a  cautious  investor  so  he  had  waited  to 
call  me  until  Investex  Petroleum  had  selected  a  well  that  had  excellent  potential 
and  would  minimize  my  risk. 

I  tried  to  check  out  Investex  Petroleum  but  didn't  find  out  much.  I  checked  with 
the  better  business  bureau  and  the  chamber  of  commerce.  They  had  no  complaints. 
Mr.  Ashworth  had  sent  me  a  copy  of  a  published  article  about  a  well  previously 
drilled  by  Investex  Petroleum.  I  tracked  down  the  author  of  the  article,  Monte 
Meers,  a  petroleum  geologist  working  for  Tex-Ann  Oil,  the  company  which  actually 
drilled  the  well.  He  had  nothing  but  praise  for  Investex  Petroleum. 

Over  a  period  of  several  weeks  Mr.  Ashworth  called  me  several  times.  Eventually 
I  agreed  to  invest.  In  agreeing  to  invest  in  the  Brooks  No.  1  well,  the  document 
which  I  signed  described  me  as  either  (a)  a  very  rich  investor  or  (b)  a  knowledgeable 
one.  Unfortunately,  I  don't  remember  Mr.  Ash  worth's  specific  reaction  when  I  men- 
tioned this  to  him.  I  seem  to  remember  that  the  thought  it  humorous  but  unimpor- 
tant. I  proceeded  with  the  investment  in  spite  of  the  fact  that  neither  was  I  a  mil- 
lionaire nor  had  I  any  prior  experience  in  oil  investments. 

About  3  months  later,  in  December  1987,  Douglas  Ashworth  called  to  tell  me  that 
the  Brooks  No.  1  well  had  been  drilled  and  had  come  in  "almost  a  gusher."  He  was 
making  great  predictions  for  production  from  the  well.  He  was  predicting  production 
of  up  to  100  barrels  a  day.  He  told  me  that  I  should  recover  my  full  investment 
within  a  few  months.  (The  Brooks  No.  1  well  subsequently  proved  to  by  unproduc- 
tive and  I  received  no  return  for  more  than  $14,000  invested.) 

During  this  same  phone  conversation  he  described  to  me  a  five-well  package.  He 
explained  that  three  individuals  (Randal  Snider,  Roger  Slayton,  an  Brian  Bonnema) 
were  forming  a  company  (Coastal  Energy,  Inc.).  In  order  to  raise  money  to  purchase 
oil  leases  Coastal  Energy  was  offering  tne  five-well  package.  This  was  presented  to 
me  as  a  low-risk  way  to  invest  in  ou  production.  The  investor  would  be  assigned 
an  interest  in  five  commercially  productive  wells  to  be  drilled  in  the  future.  Douglas 
Ashworth  informed  me  that  upon  drilling  of  a  well  an  analysis  would  take  place. 
Based  upon  the  results  of  that  analysis  only  wells  that  would  be  commercially  pro- 
ductive would  be  completed.  Per  Douglas  Ashworth's  instructions  I  wired  $62,500 
to  Investex  Petroleum,  Inc.,  Coastal  Energy,  Inc.,  and  Third  Coast  Securities  at  the 
Texas  Commerce  Bank  the  next  day  (December  16).  I  received  the  letter  of  agree- 
ment between  Randal  Snider  and  me  on  December  18,  signed  it  and  returned  it  by 
Federal  Express  the  same  day. 

Douglas  Ashworth  was  fired  in  March  1988.  I  next  spoke  by  phone  with  Brian 
Bonnema  who  informed  me  about  Mr.  Ashworth's  dismissal.  He  also  discussed  what 
I  might  expect  from  the  five-well  package.  Mr.  Bonnema  only  talked  about  produc- 
ing wells.  Nothing  was  said  about  a  completed,  unproductive  well  being  assigned  to 
investors.  A  few  weeks  later  I  called  to  speak  to  Brian  Bonnema.  I  ended  up  talking 
with  Roger  Slayton  who  informed  me  that  Brian  Bonnema  no  longer  was  with  the 
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company.  We  may  have  also  discussed  the  Brooks  No.  1  well  which  was  still  not 
producing. 

A  few  weeks  later  I  received  a  phone  call  from  James  Egloff  at  Coastal  Energy 
informing  me  that  he  would  be  handling  my  oil  investments  with  the  company.  In 
September  1988,  James  Egloff  led  Coastal  Energy  and  with  Mario  Garcia  (another 
former  Coastal  Energy  employee)  formed  Apex  Resources,  Inc.  with  Randal  Snider's 
blessing.  Mr.  Egloff  continued  ti  handle  mv  investment  with  Coastal  Energy. 

In  January  1989,  I  was  solicited  by  mail  about  investing  in  the  Brooks  No.  2  well. 
I  had  been  informed  through  phone  conversations  with  Mr.  Egloff  and  through  writ- 
ten well  reports  that  the  Failure  to  achieve  production  from  the  Brooks  No.  1  well 
was  due  to  a  technical  problem — in  order  to  prevent  a  blow-out  drilling  mud  had 
to  be  forced  down  the  well  and  had  subseqruently  clogged  the  well.  If  a  different 
technique  was  used  in  drilling  the  Brooks  No.  2  well,  diances  were  excellent  for  a 
commercially  productive  well  according  to  Mr.  Egloff  and  Apex  Resources.  In  addi- 
tion Roger  Slayton,  president  of  Investex  Petroleum,  agreed  to  give  the  investors  in 
the  Brooks  No.  1  well  50  percent  of  the  share  that  they  had  in  the  Brooks  No.  1 
well  in  the  Brooks  No.  2  well  at  no  cost  to  the  investors.  Based  on  this  information 
I  invested  in  the  Brooks  No.  2  well. 

I  might  mention  that  at  the  time  of  the  investment  in  the  Brooks  No.  2  well, 
things  were  still  looking  promising  for  the  five-well  package.  I  had  not  yet  received 
any  income  but  three  wells  were  oeing  completed:  tne  Sinclair,  the  Kruse  and  the 
Beard. 

In  April  1989  James  Egloff  informed  me  by  phone  that  Apex  Resources  would  no 
longer  De  associated  with  Coastal  Energy.  For  any  future  information  about  the  five- 
well  package  I  would  need  to  contact  Coastal  Energy  directly.  By  this  time  it  also 
appeared  that  I  was  going  to  be  assigned  the  three  completea  wells  mentioned 
above,  but  according  to  James  Egloff  all  three  were  having  problems.  I  wrote  to 
Coastal  Energy  requesting  that  the  president  of  Coastal  Energy,  Randal  Snider  (to 
whom  I  had  never  spoken),  take  personal  charge  of  my  investments. 

In  May  1989  I  paid  the  conipletion  costs  on  the  Brooks  No.  2  well.  In  a  earlier 
phone  discussion  with  James  Egloff,  we  had  agreed  that  if  the  Brooks  No.  2  well 
proved  to  be  productive  I  would  have  the  opportunity  to  purchase  an  additional  in- 
terest in  the  Brooks  No.  2  well.  As  I  was  informed  that  the  well  was  producing 
about  25  barrels  of  oil  a  day,  I  agreed  to  purchase  an  additional  interest  in  the 
Brooks  No.  2  well.  At  that  time  James  Egloff  persuaded  me  to  only  buy  half  of  the 
additional  interest  in  the  Brooks  No.  2  well  that  we  had  originally  discussed  and 
to  use  the  other  half  to  purchase  an  interest  in  the  J.B.  Lester  well  to  be  drilled 
later.  The  argument  he  used  was  that  the  purchase  in  the  J.B.  Lester  well  would 
diversify  my  risk.  A  few  days  later  I  was  informed  that  the  Brooks  No.  2  well  was 
producing  only  2  barrels  a  day.  Although  I  have  no  proof  I  suspect  that  James  Egloff 
already  knew  that  the  production  was  dwindling  when  he  persuaded  me  to  diversify 
my  risk.  (I  invested  more  than  $20,0000  in  the  Brooks  No.  2  well.) 

When  the  J.B.  Lester  well  was  unproductive,  I  was  given  an  interest  in  another 
well  which  also  was  unproductive.  (I  invested  about  $3,700  in  the  J.B.  Lester.) 

By  this  time  I  was  finally  coming  to  the  conclusion  none  of  my  oil  investments 
were  going  to  amount  to  anything.  In  spite  of  claims  made  nothing  was  turning  out 
as  it  originally  had  been  represented.  Investex  Petroleum  had  been  represented  by 
Douglas  Ashworth  as  a  company  that  had  produced  a  productive  well  every  time 
it  drilled  with  the  exception  of  one  well.  As  near  as  I  can  now  determine,  Investex 
Petroleum  might  have  had  one  well  that  had  some  production  at  some  time  prior 
to  my  investment.  Coastal  Enerw  was  assigning  completed,  but  nonproductive, 
wells  to  its  five-well  investors.  To  the  best  of  my  knowledge  at  that  time  it  had  been 
involved  in  the  drilling  of  10  wells  in  a  row  without  commercial  production.  The 
terms  "successful"  and  excellent  opportunity"  seemed  more  appropriately  applied  to 
the  prospects  of  the  employees  of  the  oil  companies  than  for  the  investors.  The  sales- 
men were  getting  their  commissions.  The  drillers  were  getting  paid  for  working  the 
wells.  (I'm  making  an  assumption  here  that  wells  were  actually  being  drilled.)  The 
investors  were  left  holding  an  empty  bag. 

When  correspondence  and  telephone  conversations  with  Mr.  Snider  and  Mr. 
Slayton  proved  unsatisfactory,  I  sought  a  private  attorney  in  Austin.  In  addition  I 
have  filed  complaints  with  the  Securities  and  Exchange  Commission  (SEC),  the 
Texas  State  Securities  Board  (TSSB),  a  cease-and-desist  order  against  Apex  Re- 
sources, Inc.  That  included  a  3-day  suspension.  My  complaints  filedi  with  the  VSCC 
are  still  under  investigation.  A  trial  date  for  my  lawsuit  against  the  three  Austin- 
based  companies  is  set  for  later  this  year. 

Although  I  suspect  the  chances  of  regaining  my  investment  are  minimal,  perhaps 
my  experience  may  be  a  lesson  to  others.  Thank  you. 
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Senator  Bryan.  Thank  you  very  much,  Mr.  Burkhead.  Let  me 
ask  a  couple  of  questions  if  I  may.  Your  first  contact  by  any  of 
these  people,  was  that  by  phone? 

Mr.  Burkhead.  That  was  by  phone.  In  fact,  I  never  met  any  of 
these  people  face  to  face  until  some  of  the  litigation  involved  and 
I  ended  up  going  to  Austin.  But  all  of  this  was  handled  over  the 
phone. 

Senator  Bryan.  Do  you  have  any  insight  as  to  how  they  got  your 
name?  Were  you  on  some  kind  of  a  list  that  was  referred  to  them 
or  do  you  know? 

Mr.  Burkhead.  Early  in  about  1980  or  1981  I  invested  in  a  lim- 
ited real  estate  partnership  which  was  also  involved  in  oil  produc- 
tion. And  I  presume,  and  I  am  just  presuming  here,  that  my  name 
must  have  gone  on  the  mailing  list  from  that  company  and  some- 
how was  picked  up  by  them.  But  it  could  have  been  other  than 
that,  but  that  is  just  a  guess  on  my  part. 

Senator  Bryan.  What  time  intervened  from  your  first  contact 
until  you  reached  the  conclusion  that,  look,  this  was  a  scam  oper- 
ation, and  you  contacted  your  attorney? 

Mr.  Burkhead.  Probably  almost  2  years  between  when  they  first 
contacted  me  and  then  when  I  finally  said  this  is  it,  I  realize  that 
I  have  been  had,  and  then  I  sought  the — well,  before  that — it  was 
several  months  before  that  I  started  writing  letters  to  them  with 
my  complaints  and  all  this,  but  it  was  not  until  the  fall  of  1989 
that  I  actually  sought  legal  coimsel. 

Senator  Bryan.  You  probably  covered  it  in  your  testimony  but  it 
was  not  clear,  how  many  separate  investments  did  you  make  with 
them? 

Mr.  Burkhead.  Let  us  see.  I  originally  invested  in  one  well,  then 
I  invested  in  a  five-well  package. 

Senator  Bryan.  That  would  be  two,  with  the  one-well  package 
and  the  five-well  package. 

Mr.  Burkhead.  And  then  two  more  wells  after  that.  So,  depend- 
ing whether  you  look  at  the  five-well  package  as  one  or  more  than 
one,  you  know,  I  guess  it  would  be  four  looking  at  it  that  way,  if 
it  was  one. 

Senator  Bryan.  And  your  total  loss? 

Mr.  Burkhead.  Total  loss  was  just  over  $100,000. 

Senator  Bryan.  That  is  substantial. 

Mr.  Burkhead.  Yes,  it  is. 

Senator  Bryan.  And  you  say  that  you  are  in  court  now. 

Mr.  Burkhead.  Well,  later  this  year  a  trial  date  has  been  set. 

Senator  Bryan.  Tammie,  let  me  ask  from  the  standpoint  of  a 
person  like  yourself  who  is  on  the  firing  line  every  day,  you  have 
had  some  great  success  stories.  How  often  are  you  able  to  get  the 
money  back  for  the  victims?  Do  you  have  any  type  of  general 

Ms.  Smith.  From  the  complaints  that  we  receive,  if  the 
telemarketing  situation  is,  for  instance,  obtaining  money  under 
false  pretenses  wherein  they  are  not  a  licensed  company  with  the 
State  of  Nevada  because  Nevada  has  a  licensing  requirement,  then 
we  proceed  to  open  an  investigation  on  a  criminal  aspect  because 
it  is  a  felony  to  telemarket  from  the  State  of  Nevada  without  a  li- 
cense. So,  we  prosecute  under  those  procedures. 
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But  as  far  as  being  successful  in  resolving  the  complaints  for  res- 
titution to  the  consumers,  I  think  our  success  rate  now  is  some- 
thing like  81  percent  on  any  given  day.  But  I  think  also  the  com- 
plaints that  we  get  are  representative,  for  instance,  of  only  1  in 
100.  Our  independent  studies  have  shown  that  when  we  have  a 
company  that  has  to  refund  per  some  sort  of  an  agreement  with 
our  division,  when  they  have  to  provide  us  also  with  a  list  of  con- 
sumers that  have  complained  to  them,  comparing  them  to  that  list, 
we  will  find  that,  in  fact,  we  are  only  receiving  1  in  100  of  the  com- 
plaints. If  you  multiply  that,  you  can  see  that. 

Successfully,  I  guess,  in  Nevada,  we  have  been  able  to  refund  to 
consumers  over  $2  million,  and  we  have  only  been  effective  for 
about  3  years,  that  is  when  we  got  the  law.  Effective  overall,  I 
think  it  is  hard  to  determine,  basically  because  you  do  not  know 
what  you  are  really  dealing  with. 

Senator  Bryan.  $2  million  is  an  impressive  number.  Of  those 
complaints  that  you  get,  how  many  fall  into  the  category  of  a 
telemarketer  who  is  not  licensed  under  Nevada  law  and  who  you 
can  prosecute  for  failure  to  register  in  Nevada,  versus  those  that 
may  be  licensed  in  the  State  of  Nevada  but  whose  conduct  indicates 
that  their  operation  is,  in  fact,  a  scam,  or  at  least  there  were  mis- 
representations that  enable  the  consumer  to  make  a  case  for  return 
of  his  or  her  money? 

Ms.  Smith.  I  would  have  to  say  that  on  any  week  we  hear  of  at 
least  two  or  three  illegal  operations,  that  is  unlicensed  operations. 
They  can  turn  out  to  be  things  that  are  not  necessarily  causing 
consumers  grief.  For  instance,  they  set  up  and  they  are  gone  before 
they  really  do  much  harm,  and  we  are  not  able  to  track  them  that 
quickly. 

So,  percentagewise,  I  would  probably  say  5  to  10  percent  of  our 
complaints  would  be  illegals.  Aiid  a  lot  of  that  is  because  consum- 
ers do  not  know  where  to  go  to  report  the  fact  that  they  have  been 
the  victims  of  fraud.  They  do  not  know  there  is  a  consumer  affairs 
division  telemarketing  unit,  for  instance. 

A  lot  of  times  they  will  go  to  the  local  police  departments.  The 
local  police  departments  will  take  the  case,  but  because  the  crime 
occurred — ^for  instance,  the  beginning  of  it  was  from  another  State, 
by  State  boundaries,  again,  they  are  limited  in  what  they  can  do. 

Also,  because  of  the  resources  and  the  limited  staffing  of  the  var- 
ious Federal  agencies,  the  Federal  Bureau  of  Investigation  for  in- 
stance, or  the  FTC,  or  Postal,  cases  have  to  reach  a  certain  dollar 
amount.  You  may  not  always  have  access  to  the  information  to  get 
to  that  dollar  amount  before  the  perpetrators  are  gone. 

So,  it  is  very  very  difficult  to  tell  you  an  exact  figure  on  how 
many  there  are,  how  we  are  actually  able  to  find  them.  Because 
voice  mail — I  do  not  know  how  familiar  you  are  with  how 
telemarketing  works,  as  far  as  the  illegal  part  of  it.  Voice  mail, 
mail  drop  boxes,  those  kinds  of  things,  they  can  forward  to  dif- 
ferent States.  For  instance,  we  have  one  working  where  we  have 
an  unlicensed  operation  going  on  in  Nevada,  we  have  a  map  of  the 
United  States  and  we  have  these  lines  drawn  literally  across  the 
country,  just  tentacles  of  where  there  are  other  operations  that  all 
feed  back  to  this  location. 
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So,  a  lot  of  times  it  is  a  long,  long  process  and  we  have  only  been 
around  for  3  years,  so  it  is  not  as  statistically  productive  as  you 
might  like  to  see  on  paper,  although  I  think  it  is  effective. 

Senator  Bryan.  Is  the  task  force  still  working  effectively? 

Ms.  Smith,  Yes,  sir.  We  are  still  working  effectively.  We  cooper- 
ated, and  in  the  last  3  weeks  we  have  been  on  something  like  seven 
search  warrants. 

The  U.S.  postal  authorities  have  executed  two  search  warrants, 
and  they  have  asked  us  to  help.  It  was  set  up  in  a  house,  operating 
out  of  that  house  a  telemarketing  situation,  where  they  are  promis- 
ing the  consumer  that  they  have  won  $30,000  to  $50,000  and  all 
they  need  to  do  is  send  taxes,  or  you  know,  or  whatever. 

Unfortunately,  sometimes  they  use  a  mailer,  and  then  that 
brings  in  postal,  but  that  is  fortunate  for  us  because  we  have  an 
onsite  postal  inspector  and  we  work  closely  with  the  FBI,  so  we 
have  an  onsite  FBI  agent  as  well  as  we  work  with  the  gaming  con- 
trol board,  so  we  have  a  gaming  control  agent  that  comes  and  visits 
with  us  because  of  the  sports  information  situation,  so  I  think  we 
are  able  to  branch  out  with  the  task  force  and  use  that  information 
and  that  networking  to  do  the  things  that  we  have  to  do. 

We  do  not  have  an  onsite  Federal  Trade  Commission  person,  al- 
though I  have  to  tell  you  that  our  efforts  with  them,  with  the  Fed- 
eral Trade  Commission  in  Seattle  and  Denver  and  here  in  Wash- 
ington, DC,  have  been  extremely  successful  in  aiding  their  cases, 
and  they  share  information  with  us,  and  therefore  we  can  develop, 
then,  our  own  cases. 

Senator  Bryan.  Among  those  complaints  that  you  receive  from  li- 
censed telemarketers,  how  many  revocations  have  been  under- 
taken, and  how  many  have  you  actually  revoked  their  license  for 
the  kind  of  conduct  that  indicates  that  the  operation  is  just  not  le- 
gitimate? 

Ms.  Smith.  In  the  State  of  Nevada  at  this  point  in  time  we  have 
effectuated  one  revocation.  We  had  a  prior  hearing  where  a  revoca- 
tion was  intended.  However,  there  was  some  problems,  as  always, 
with  witnesses,  et  cetera,  and  that  case  was  ultimately  not  pur- 
sued. It  did  not  go  forward. 

I  think  in  answering  the  question,  to  be  fair — and  I  have  to  be 
fair  to  my  division — we  have  a  limited  staff  of  three  investigators. 
We  have  68  licensed  companies  in  Nevada  and  15,000  licensed 
telemarketing  salesman. 

Senator  Bryan.  15,000. 

Ms.  Smith.  Yes,  sir,  and  there  are  three  field  investigators  as- 
signed to  my  unit,  and  myself  I  am  a  working  supervisor.  I  am  a 
hands-on  supervisor,  so  we  do  not  have  the  manpower  it  takes  to 
do  it  by  ourselves,  and  that  is  why  we  do  so  much  with  the  Federal 
agencies  and  the  other  local  law  enforcement  State  agencies,  be- 
cause it  is  just — if  you  get  into  the  aspects  of  telemarketing,  the 
criminal  aspects,  the  credit  card  fraud,  the  money  laundering,  all 
of  those  things,  you  cannot  do  it  as  a  State  agency  by  yourself. 

I  think — I  was  listening  to  the  FBI  gentleman.  My  husband  is  an 
FBI  agent  in  Las  Vegas,  and  I  think  one  of  the  interesting  things, 
when  we  were  invited  on  that  particular  raid,  the  company  that 
they  raided  in  Nevada,  they  took  the  money  out  of  the  bank  ac- 
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counts,  they  opened  up  new  bank  accounts  and  they  also  opened 
up  the  next  day. 

We  spent  a  whole  day  searching  and  seizing,  that  sort  of  thing. 
That  company  is  open  today,  as  we  speak,  and  the  same  thing  hap- 
pened with  one  of  the  FTC  cases. 

A  company — they  took  the  mainframe,  they  took  everything  else, 
they  went  and  bought  a  new  one  and  they  were  opened  up  2  days 
later.  So,  it  is  not  just  that  you  can  go  in  today  and  make  your 
statement,  because  tomorrow  they  are  open  again,  and  if  they  are 
not  open  under  that  name  they  will  front  somebody  else,  and  that 
somebody  will  be  open. 

Ultimately,  though,  I  think  there  is  a  web  and  there  is  a  pattern, 
and  hopefully  with  the  Federal  agencies  they  can  find  the  root,  as 
they  were  talking  about.  It  is  difficult,  at  best,  I  think. 

Senator  Bryan.  I  understand  from  our  conversation  how  limited 
your  resources  are,  but  in  addition  to  more  resources  to  provide  you 
with  more  agents  and  the  capability  to  move  out  and  reach  furtner 
than  you  are  now,  what  can  we  do  to  be  helpful? 

Ms.  Smith.  Well,  I  think  this  legislation,  of  course,  that  you  have 
introduced  is  certainly  going  to  oe  effective.  The  Federal  Trade 
Commission  is  an  excellent  agency  to  work  with.  The  criminal  as- 
pects of  this,  of  course,  have  to  be  handled  by  the  criminal  regu- 
latory agencies. 

I  think  everything  that  you  are  doing,  the  things  that  you  have 
already  helped  me  with  so  far,  I  think  everything  that  the  Senators 
and  all  of  the  elected  officials  that  have  constituents  in  the  States 
and  realize  that  this  is  a  pervasive  industry,  and  that  there  are  le- 
gitimate telemarketing  companies,  but  the  kinds  of  things  that  you 
are  talking  about  are  the  kinds  of  things  that  take  the  incomes  of 
trusting  people  like  this  lady  over  here  on  my  left. 

I  think  she  is  indicative  of  a  problem.  In  her  society  and  her  time 
you  trusted  people,  if  they  gave  you  their  word  and  promised  you 
you  were  going  to  get  the  big  prize,  then  you  could  expect  to  get 
the  big  prize.  That  is  just  not  the  way  it  is  today. 

I  think  in  your  situation,  where  you  represent  us,  your  job  is  to 
take  care  of  our  needs  and  to  take  care  or  the  things  that  we  need 
to  have  done  that  only  the  people  in  power  like  yourself  can  do.  I 
think  getting  this  bill  together  and  getting  legislation  drafted — and 
we  can  help  you  draft  it  better,  or  fix  it,  or  whatever,  you  know, 
whatever  information  we  can  provide  for  you  to  get  it  together  so 
that  we  have  a  comprehensive  program  to  attack  this  problem  is 
certainly  all  that  anybody  could  ask. 

Senator  Bryan.  Well,  you  are  doing  a  very  effective  job  with  the 
limited  resources  that  you  have,  and  hopefully  this  legislation  will 
get  the  kind  of  attention  that  it  deserves  and  we  will  get  it  proc- 
essed in  this  session  of  the  Congress,  and  that  will  be  an  additional 
tool  to  be  helpful  to  those  of  you  who  are  at  the  local  level. 

Mr.  Burkhead,  just  a  last  question  to  you.  You  obviously  were 
persuaded  not  once,  but  twice  and  three  times.  What  was  your 
thought  process? 

Mr.  Burkhead.  When  I  was  persuaded  on  the  first  well  and  as 
it  was  presented,  they  realized  I  was  a  cautious  investor.  He  pre- 
sented this  well  that  he  thought  had  excellent  prospects,  or  so  it 
sounded — he  made  it  sound,  obviously,  very  good. 


BOSTON  PUBLIC  LIBRARY 


^^      3  9999  05982  131  2 

By  the  time  I  invested  in  the  second  well,  the  second  package  of 
wells,  he  had  just  told  me  that  the  first  well  had  just  come  in,  and 
of  course  as  it  turned  out  later  on  it  had  not,  at  all.  It  proved  to 
be  unproductive,  but  at  that  time. 

Then  the  third  one  was  a  spinoff  from  the  first  well.  They  said, 
well,  the  reason  the  first  well  was  never  productive  was  because  of 
a  technical  reason.  They  had  to  force  drilling  mud  down  into  the 
well  and  it  clogged  up  the  well.  Now,  if  they  used  a  different  tech- 
nique for  drilling  the  second  well,  they  were  sure  that  was  going 
to  solve  the  problem  and  that  was  going  to  be  a  productive  well. 

Well,  it  did  not  turn  out  to  be  that  way. 

Senator  Bryan.  And  so  once  they  got  you  on  the  hook  they  just 
kept  reeling  you  in. 

Mr.  BURKHEAD.  They  were  reeling  me  in,  that  is  exactly  right. 

Senator  Bryan.  Ms.  Collins,  we  thank  you  very  much  for  being 
here  today  and  hope  that  this  is  the  last  instance  in  which  you  are 
victimized,  and  that  you  will  be  very  careful  when  these  people 
offer  to  be  helpful  to  you  under  any  circumstance. 

Mr.  Burkhead,  we  wish  you  well  in  the  cases  that  you  have  pend- 
ing, and  hope  that  you  might  get  a  recovery,  and  once  again,  Ms. 
Smith,  we  really  appreciate  your  coming,  and  on  a  personal  note, 
I  am  very  proud  that  we  have  you  out  there  representing  us  in  Ne- 
vada. 

Thank  you  so  very  much.  We  will  declare  this  subcommittee 
hearing  in  adjournment. 

[Whereupon,  at  10:55  a.m.,  the  subcommittee  adjourned.] 
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